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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  replies  of  the  Depart- 
ment of  Social  and  Rehabilitation  Services  and  the  Department  of  Admin- 
istration are  included  in  the  back  of  this  report. 
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Utilize  the  financial,  legal,  and  data  processing 
specialists  within  the  department  to  assist  the 
Medical  Assistance  Bureau  where  necessary  in  the 
operation  and  review  of  the  Medicaid  program.  7 

Agency  Reply:   Concur.   See  page  54. 

Require  Dikewood  to  provide  an  auditable  accounting  of 

services  for  which  they  bill.  9 

Agency  Reply:   Concur.   See  page  55. 

Test  this  accounting  to  ascertain  that  they  received 

these  services.  9 

Agency  Reply:   Concur.   See  page  55. 

Verify  the  number  of  forms  used  and  billed  for  by  Dikewood.      10 

Agency  Reply:   Concur.   See  page  55. 

Require  Dikewood  to  maintain  adequate  inventory  records 

for  forms  and  warrant  stock  on  hand.  10 

Agency  Reply:   Concur.   See  page  55. 

Permit  Dikewood  to  return  incomplete  and  nonstandard  claim 

forms  to  medical  providers  for  correction.  12 

Agency  Reply:   Do  not  concur.   See  page  56. 

Consider  developing  standard  criteria  for  utilizing 

providers'  computerized  billings.  12 

Agency  Reply:   Concur.   See  page  56. 

Review  the  Dikewood  computer  edit  procedures  and  revise 
them  if  necessary  or  require  the  Montana  Foundation  for 
Medical  Care  to  follow  up  exceptions  resulting  from  the 
edits.  14 

Agency  Reply:   Concur.   See  page  56. 
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Ensure  that  third-party  liability  information  is  com- 
municated by  the  counties  to  Dikewood.  14 

Agency  Reply:   Concur.   See  page  57. 

Require  Dikewood  to  use  their  standard  edits  on  Medicare 

co-payments.  16 

Agency  Reply:   Concur.   See  page  57. 

Establish  procedures  that  provide  for  the  Medicaid 
provider  warrants  to  be  written  and  mailed  by  the 
State  Auditor.  19 

Agency  Reply:   Concur.   See  page  57. 

That  the  Department  of  Administration  establish  procedures 
to  prevent  agencies  from  releasing  warrants  before  they 
process  claims.  20 

Department  of  Administration  Reply:   Concur.   See  page  71. 

Work  with  the  Department  of  Institutions  to  make  payments 

to  state  institutions  in  the  most  efficient  manner.  20 

Agency  Reply:   SRS  will  make  the  payments  to  the 
Department  of  Institutions  in  the  manner  required 
by  that  department.   See  page  58. 

Require  Dikewood  Corporation  to  provide  adequate  documen- 
tation and  controls  for  the  claim  processing  system.  22 

Agency  Reply:   Concur.   See  page  58. 

That  SRS  include  in  their  contract  with  Dikewood: 

1.  A  provision  to  establish  a  transition  period  for 
claims  processing  at  the  end  of  the  contract 
period. 

2.  A  reasonable  nonperformance  liability  clause.  23 

Agency  Reply:   Concur.   See  page  58. 

Identify  the  reasons  for  receiving  medical  refunds  and 
correct  the  specific  problems  that  resulted  in  the 
initial  overpayments.  24 

Agency  Reply:   Concur.   See  page  59. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Agency  Reply:   Concur.   See  page  60. 
Obtain  a  copy  of  each  roll  of  the  microfilm  record. 
Agency  Reply:   Concur.   See  page  60. 
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Store  Dikewood  paid  claims  tapes  in  a  secure  place  and 
establish  a  retention  schedule  which  acknowledges  their 
status  as  primary  accounting  records.  25 

Agency  Reply:  Concur.  See  page  59. 
Establish  an  acceptable  policy  for  records  retention.  25 

Agency  Reply:  Concur.  See  page  59. 
Destroy  only  those  records  approved  for  destruction.  25 

Agency  Reply:  Concur.  See  page  59. 
That  SRS  ensure  that  Dikewood: 

1.  Adequately  protects  the  confidential  Montana 
Medicaid  information  they  use  and  store. 

2.  Accounts  for  the  location  of  all  Medicaid  claims 

at  all  times.  26 


27 


28 


Require  that  Dikewood  provide  quality  microfilm  copies 

of  the  claims  processed.  27 

Agency  Reply:   Concur.   See  page  60. 

Consider  the  use  of  precoded  Medicaid  claim  forms  to  obtain 
a  permanent  record  of  claim  coding  and  approval. 

Agency  Reply:   Concur.   See  page  60. 

Develop  an  audit  program  adequate  to  meet  the  needs  of  cost 
audits  and  generally  accepted  auditing  standards. 

Agency  Reply:   Concur.   See  page  61. 

Complete  their  audit  program  as  part  of  their  audit 

procedure.  32 

Agency  Reply:   Concur.   See  page  61. 
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Perform  on-site  audits  at  each  nursing  home  to  confirm  the 
credibility  of  the  nursing  home's  cost  report  even  if  the 
reimbursement  rate  is  limited  to  the  private  pay  rate.         33 

Agency  Reply:   Concur.   See  page  62. 

Test  the  private  pay  rate  at  a  nursing  home  before  using 
that  as  the  limiting  factor  in  setting  the  nursing  home 
Medicaid  rate.  33 

Agency  Reply:   Concur.   See  page  62. 

That  SRS,  as  part  of  each  nursing  home  audit,  obtain  a 
listing  of  the  actual  days  billed  by  each  nursing  home 
and  compare  the  days  billed  to  the  patient  census.  34 

Agency  Reply:   Concur.   See  page  62. 

Obtain  cost  reports  in  a  timely  manner.  35 

Agency  Reply:   Concur.   See  page  63. 

Ensure  audit  access  of  nursing  home  records  within  a 
reasonable  time  and  provide  penalties  for  denial  of 
audit  access  in  each  nursing  home  contract.  35 

Agency  Reply:   Concur.   See  page  63. 

Establish  standard  guidelines  for  approving  interim  nursing 

home  rate  requests.  35 

Agency  Reply:   Concur.   See  page  63. 

Delete  the  regulation  requiring  nursing  homes  to  file  six 

month  cost  reports  when  an  interim  rate  is  used.  35 

Agency  Reply:   Concur.   See  page  63. 

Utilize  departmental  staff  with  a  background  in  finance 

and  law  to  aid  in  dealing  with  nursing  home  reimbursements.    38 

Agency  Reply:   Concur.   See  page  64. 

Develop  a  nursing  home  reimbursement  plan  for  facilities  and 
equipment  costs  which  is  fair  to  both  SRS  and  the  nursing 
home  providers.  38 

Agency  Reply:   Concur.   See  page  64. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 


Develop  a  nursing  homes  incentive  increment  payment  formula 
that  complies  with  federal  regulations. 


Page 

38 


Agency  Reply:   Concur.   See  page  64. 

Establish  a  method  of  reimbursement  that  treats  borrowed 

and  equity  capital  equally.  39 

Agency  Reply;   Concur.   See  page  64. 
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Prepare  specific  definitions  for  social  services,  rehabili- 
tation services,  and  restorative  care  within  their  reim- 
bursement manual . 

Agency  Reply:   Concur.   See  page  65. 

Include  a  step  in  its  audit  program  to  discuss  identified 

problems  with  nursing  home  officials.  ^1 

Agency  Reply:   Concur.   See  page  65. 

Use  Montana  Medicaid  funds  to  pay  only  for  nursing  care  for 
recipients  requiring  medical  care. 

Agency  Reply:   Concur.   See  page  66. 

Collect  debts  owed  the  state  in  accordance  with  procedures 
established  by  the  Administrative  Rules  of  Montana. 


43 


44 


Agency  Reply:   Concur.   See  page  66. 

Record  all  receivables  in  their  financial  records.  44 

A.gency  Reply:   Concur.   See  page  66. 

Act  to  ensure  that  nursing  homes  follow  cost  report  require- 
ments. ^^ 

Agency  Reply:   Concur.   See  page  67. 

Require  nursing  homes  to  establish  adequate  controls  over 

patient  money.  ^^ 

Agency  Reply:   Concur.   See  page  67. 

Provide  information  to  the  Department  of  Community  Affairs 
concerning  the  accounting  needs  of  the  county  nursing 
homes.  ^-^ 

Agency  Reply:   Concur.   See  page  67. 
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Monitor  the  provider  review  process.  46 

Agency  Reply:   Concur.   See  page  67. 

Total  the  paid  claims  file  each  month  before  selecting  a 
sample  for  review  and  agree  the  total  to  the  monthly 
financial  reports  prepared  by  Dikewood.  47 

Agency  Reply:   Concur.   See  page  68. 

Update  its  portion  of  the  Administrative  Rules  of  Montana 

in  a  timely  manner.  48 

Agency  Reply:   Concur.   See  page  68. 

Seek  revision  of  the  appropriate  sections  of  the  Revised 
Codes  of  Montana  and  the  Administrative  Rules  of  Montana 
to  allow  county  boards  to  delegate  approval  authority  to 
the  county  director  for  all  eligibility  determinations.        48 

Agency  Reply:   Concur.   See  page  68. 

Update  its  section  of  the  ARM  to  include  reimbursement 

limits  for  nursing  home  administrators.  49 

Agency  Reply:   Do  not  concur.   See  page  69. 

Require  support  from  the  foundation  for  payments  made  on 

their  contracts.  50 

Agency  Reply:   Concur.   See  page  69. 

Audit,  as  required,  the  cost  distribution  for  the  costs 
related  to  the  contracts  with  the  Medical  Assistance 
Bureau.  50 

Agency  Reply:   Concur.   See  page  69. 

Work  with  the  Department  of  Administration  to  ensure  proper 
accrual  of  Medicaid  expenditures  in  accordance  with  state 
accounting  policy  and  generally  accepted  accounting 
principles.  51 

Agency  Reply:   Concur.   See  page  69. 

Consider  paying  for  all  medical  services  through  the  same 

claims  processing  system.  52 

Agency  Reply:   Concur.   See  page  70. 
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GENERAL  COMMENTS 
BACKGROUND 

Medicaid  is  a  federally  sponsored  assistance  program  which  pays  for 
medical  services  for  eligible  people.   States  operate  the  program  within 
federal  guidelines  established  under  Title  XIX  of  the  Social  Security 
Act.   States  determine  the  scope  of  services  offered,  the  reimbursement 
rate  for  services,  and  they  generally  determine  the  eligibility  levels 
for  the  various  programs  within  federal  guidelines.   In  Montana,  the 
state  agency  authorized  to  administer  the  Medicaid  program  is  the  Depart- 
ment of  Social  and  Rehabilitation  Services,  commonly  known  as  SRS.   The 
Medical  Assistance  Bureau  within  SRS  carries  out  the  day-to-day  opera- 
tions of  the  program. 

The  Medical  Assistance  Bureau  opeates  in  (1)  the  state  office  in 
Helena,  which  is  responsible  for  creating  and  disseminating  policy 
according  to  state  law  and  federal  regulations,  and  (2)  the  county 
offices,  which  have  the  task  of  determining  eligibility  and  providing 
assistance  to  the  clients. 

Medicaid  provides  necessary  medical  services  (1)  to  families  with 
dependent  children,  who  qualify  for  monetary  assistance,  (2)  to  families 
and  individuals  who  do  not  qualify  for  monetary  assistance  but  whose 
income  and  resources  are  insufficient  to  meet  their  medical  costs,  and 
(3)  to  those  who  receive  Supplemental  Security  Income  (SSI). 
COST  CONTAINMENT 

Medicaid  receives  continuing  national  public  attention  because  of 
the  large  dollar  amounts  spent,  the  history  of  accelerated  inflation 
rates  for  medical  costs,  and  the  continuing  abuse  of  the  program  by  some 
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of  those  providing  the  medical  services.   In  fiscal  year  1975-76,  SRS 
spent  $34  million  for  Medicaid  benefits.   This  represents  46  percent  of 
total  SRS  expenditures  and  5.8  percent  of  total  state  expenditures  for 
the  year.   By  comparison,  in  fiscal  year  1967-68,  Medicaid  benefits 
totaled  $5,800,000,  or  2.3  percent,  of  the  state's  total  expenditures. 
Increased  Medicaid  costs  are  a  major  concern  to  governmental  units  in 
all  parts  of  this  country. 

In  response  to  projected  general  fund  budget  deficits  (SRS  currently 
estimates  the  deficit  will  be  $7  million)  and  in  an  effort  to  keep  SRS 
within  its  1977-79  biennium  appropriations,  SRS  recently  announced  a 
freeze  on  all  discretionary  price  increases  in  the  form  of  emergency 
rules  published  in  the  Administrative  Rules  of  Montana.   These  price 
increases,  which  account  for  12  percent  of  the  projected  increased 
costs,  are  those  not  specifically  required  to  be  paid  by  federal  laws  or 
regulations.  Nursing  home  price  increases,  which  are  not  discretionary, 
had  the  most  significant  affect  on  costs.   Their  prices  were  up  19  percent 
between  fiscal  year  1975-76  and  fiscal  year  1976-77.   Payments  to  nursing 
homes  amounted  to  $16  million  in  fiscal  year  1976  and  $21  million  in 
fiscal  year  1977.   Price  setting  for  nursing  homes  is  discussed  at 
length  beginning  on  page  28  of  this  report. 

The  frequency  of  client  use  of  Medicaid  services  is  another  signif- 
icant factor  in  the  Medicaid  cost  increase.   Although  the  number  of 
Medicaid  clients  did  not  significantly  change  between  fiscal  1975-76  and 
1976-77,  the  services  provided  each  client  have  increased  18  percent. 
For  example,  the  number  of  nursing  home  days  increased  10.4  percent;  the 
number  of  hospital  days  increased  18.8  percent;  and  the  number  of  drug 
prescriptions  increased  23.0  percent.   Further,  clients  are  receiving  a 
greater  variety  of  medical  services. 
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Eligibility,  benefits,  provider  reimbursement  rates,  and  utili- 
zation are  the  variable  components  of  Medicaid  costs.   SRS  has  limited 
control  over  the  first  factor,  eligibility.   The  federal  government 
mandates  eligibility  of  certain  groups  of  people.   The  only  client  group 
currently  eligible  for  Medicaid  in  Montana  which  is  not  required  by 
federal  guidelines  is  the  medically  needy  group.   The  eligibility  for 
this  group  is  established  in  Section  71-1516,  R.C.M.  1947.   Section  71- 
1517,  R.C.M.  1947,  indicates  that  when  available  funds  are  not  suffi- 
cient to  provide  an  adequate  medical  care  program  for  all  eligible 
persons,  the  funding  for  the  medically  needy  program  shall  be  given 
lowest  priority.   In  Montana,  3,886  recipients,  or  9.4  percent  of  all 
recipients,  are  in  this  group,  and  Medicaid  costs  associated  with  this 
group  were  $5,600,000  for  fiscal  year  1975-76.   Medically  needy  clients 
are  those  with  limited  income  and  large  medical  bills.   This  group 
includes  retired  people  living  on  Social  Security,  who  require  nursing 
home  care.   Costs  for  medically  needy  clients,  if  not  covered  by  the 
state,  fall  on  the  county  poor  fund  if  the  costs  are  allowable  under  the 
county  program;  on  the  individuals'  relatives  if  they  are  willing  and 
able  to  pay;  or  the  individuals  will  not  receive  the  care. 

The  second  cost  factor,  benefits,  is  also  controlled,  in  part,  by 
federal  regulations.   In  addition  to  those  benefits  provided  under 
federal  regulation,  Montana  Medicaid  pays  for  prescription  drugs,  eye- 
glasses, intermediate  nursing  home  care  (which  accounts  for  90  percent 
of  the  optional  services),  dental  care  and  psychiatric  care.   Montana 
offers  full  pajonent  for  these  services  (other  than  drugs) ,  rather  than 
requiring  a  co-payment  from  the  recipient  as  is  allowed  by  federal 
regulation.   The  total  cost  of  these  optional  services  for  fiscal  year 
1975-76  was  $11,600,000. 
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The  third  cost  factor,  provider  reimbursement  rates,  is  controlled 
by  SRS.   They  currently  pay  reasonable  hospital  costs  based  on  Medicare 
audits;  negotiated  rates  for  physician,  laboratory.  X-ray,  dentist,  and 
home  health  care  services;  wholesale  price  plus  a  negotiated  prescription 
fee  for  drugs;  and  reasonable  costs  for  nursing  home  services  based  on 
audits  performed  by  SRS  staff  auditors.   All  of  these  methods  of  reim- 
bursement give  SRS  the  ability  to  partially  limit  the  cost  increases 
they  are  experiencing. 

The  fourth  factor  affecting  Medicaid  costs  is  utilization,  both  by 
recipients  and  by  providers.   SRS  also  has  the  ability  to  limit  this 
factor.   Currently,  SRS  attempts  to  identify  recipients  who  excessively 
use  certain  services  such  as  emergency  room  services,  drugs,  and  unlimited 
doctor  visits  and  discusses  with  the  identified  recipient  the  reasonable 
usage  of  these  services.   In  addition,  SRS  requires  a  50  cent  co-payment 
for  each  prescription  after  two  are  filled  free  each  month.   SRS  uses 
the  computer  to  identify  providers  who  consistently  call  for  more  lab 
tests,  more  X-rays,  longer  hospital  stays  and  more  comprehensive  services 
than  their  fellow  practitioners.   The  Montana  Foundation  for  Medical 
Care  obtains  information  for  SRS  which  indicates  if  nursing  home  patients 
do  in  fact  require  nursitig  care.   This  important  aspect  is  discussed 
further  on  page  41. 

During  fiscal  year  1975-76,  SRS  spent  $1,500,000  or  4.4  percent  of 
the  total  benefits  for  administering  the  program.   This  includes  the 
state  staff  costs,  an  allocation  of  the  county  staff  costs  and  $1,100,000 
paid  to  various  other  state  agencies  and  corporations  for  goods  and 
services. 

Recommendations  relating  to  certain  of  these  matters  and  other 
administrative  problems  are  discussed  in  the  following  pages.   Based  on 
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our  review,  implementation  of  these  recommendations  should  help  reduce 
Medicaid  costs  and  provide  better  control  over  Medicaid  expenditures. 
MEDICAID  PROGRAM  ADMINISTRATION 

The  Medical  Assistance  Bureau  is  responsible  for  a  variety  of 
functions  in  conjunction  with  the  Medicaid  program  ranging  from  technical 
data  processing  decisions,  financial  and  cost  accounting  evaluation  and 
detailed  contract  evaluations,  to  provider  relations  and  medical  deter- 
minations.  The  bureau  currently  has  two  full-time  medical  professionals, 
four  part-time  medical  consultants,  three  social  workers,  and  one  eligi- 
bility technician  in  addition  to  the  bureau  chief.   During  our  audit 
work,  we  noted  several  significant  problems  in  the  Medicaid  program 
which  might  have  been  avoided  if  the  Medical  Assistance  Bureau  had 
sought  the  assistance  of  professional  staff  in  other  SRS  programs.   Some 
of  these  problems  are  discussed  below. 

Each  year  from  1967  to  1976  SRS  contracted  with  hospitals  across 
the  state  to  provide  services  to  Medicaid  recipients,  without  first 
determining  if  the  contract  met  the  legal  requirements  for  complying 
with  federal  Medicaid  criteria.   Montana  paid  the  hospitals  above  the 
federally  allowed  rates,  and  as  a  result  the  Department  of  Health, 
Education,  and  Welfare  (HEW)  has  requested  a  refund  of  $444,000  for  the 
years  1967  through  1972  plus  additional  unbilled  amounts  for  the  years 
from  1972  until  the  contract  was  revised  in  1976. 

During  fiscal  year  1975-76,  the  Medical  Assistance  Bureau  contracted 
with  the  Montana  Foundation  for  Medical  Care  to  perform  federally  required 
nursing  home  reviews  by  a  specific  date.   Because  the  foundation  did  not 
complete  the  reviews  by  the  completion  date,  HEW  requested  a  $737,000 
refund  of  payments  made  to  nursing  homes  in  Montana.   Nationwide,  22 
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states  were  assessed  similar  penalties  while  27  complied  with  federal 
regulations.   Although  Congress  recently  passed  legislation  which  rendered 
the  attempted  disallowance  null  and  void,  the  contract  with  the  foundation 
should  have  been  written  to  assure  SRS  that  they  would  be  in  compliance 
with  federal  regulations. 

In  a  final  instance,  we  found  that  bureau  officials  contracted  with 
a  computer  service  center  to  process  all  Medicaid  claims  and  prepare  the 
weekly  Medicaid  provider  warrants.   The  contract  with  the  service  bureau 
was  first  written  in  1973  and  it  has  been  renegotiated  each  year  since. 
When  we  asked  why  the  contract  was  not  put  out  for  bids  as  required  by 
policy  of  the  Department  of  Administration,  the  Medical  Assistance 
Bureau  chief  stated  that  at  the  time  the  contract  was  originally  ob- 
tained only  one  service  bureau  could  provide  the  required  services. 
Subsequent  to  this  initial  contract  period,  several  additional  service 
bureaus  have  developed  acceptable  claims  payment  systems  but  the  contract 
has  not  been  rebid  to  permit  these  other  service  bureaus  an  opportunity 
to  provide  the  services. 

During  our  audit  we  reviewed  the  operation  of  this  service  center's 
computer  facility  and  found  significant  deficiencies  in  program  and 
physical  controls.   (See  page  20  for  further  discussion.)   Each  of  these 
problems  would  likely  have  been  noted  by  SRS  Data  Processing  Bureau 
employees  had  they  reviewed  the  system  and  the  operations  of  the  computer 
facility.   In  addition,  the  bureau  should  have  sought  legal  advice  when 
preparing  this  contract  as  indicated  by  the  problems  discussed  beginning 
on  page  22  of  this  report. 

The  Medical  Assistance  Bureau  is  also  responsible  for  establishing 

the  cost  reimbursement  criteria  which  the  audit  unit  must  use  to  establish 
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the  reimbursement  rates  paid  nursing  homes-   Developing  or  evaluating 
any  medical  cost  accounting  system,  especially  for  nursing  homes,  requires 
an  extensive  accounting  background.   The  SRS  audit  unit  currently  has 
seven  accountants  who  could  provide  valuable  input  in  dealing  with 
financial  matters. 

As  described  on  page  1  of  this  report,  the  Medical  Assistance 
Bureau  of  SRS  is  responsible  for  a  large  portion  of  the  state's  budget. 
Bureau  personnel  should  utilize  all  the  resources  available  to  them 
within  SRS  to  aid  in  administering  the  Medicaid  program  in  the  most 
efficient  manner  possible  and  to  ensure  adequate  control  over  expendi- 
tures and  confidential  client  information  collected  as  part  of  Medicaid's 
operation. 

RECOMMENDATION 

We  recommend  that  SRS  utilize   the  finanoial,    legal ,   and  data  proc- 
essing specialists  within  the  department  to  assist  the  Medical 
Assistance  Bureau  where  necessary  in  the  operation  and  review  of 
the  Medicaid  program. 
MEDICAID  CLAIM  PROCESSING 

During  fiscal  year  1975-76,  SRS  paid  446,000  Medicaid  claims  directly 
to  3,200  different  doctors,  hospitals,  nursing  homes,  and  other  medical 
service  providers  with  42,000  state  warrants.   The  Medical  Assistance 
Bureau  contracts  with  an  intermediary,  Dikewood  Corporation  of  Albuquerque, 
New  Mexico,  for  the  processing  of  the  payments.   The  Medical  Assistance 
Bureau  also  contracts  with  the  Montana  Foundation  for  Medical  Care  for  a 
review  of  each  claim  for  propriety  and  reasonableness. 

The  Medical  Assistance  Bureau  gives  those  clients  eligible  for 
Medicaid  benefits  an  eligibility  card.   The  recipients  present  this  card 
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to  their  doctors  or  other  providers  to  demonstrate  that  they  are  eligible 
and  to  give  the  providers  their  individual  Medicaid  number.   The 
provider  sends  each  bill  for  services,  on  a  standard  Medicaid  claim 
form,  directly  to  Dikewood  Corporation's  Montana  offices  in  Great  Falls. 
Dikewood  does  the  initial  processing  and  sends  the  claim  to  the  Montana 
Foundation  for  Medical  Care,  which  codes  the  medical  services  billed  and 
approves  the  claim  for  payment.   The  foundation  then  returns  the  claim 
to  Dikewood,  which  completes  the  processing.   Once  a  week  Dikewood 
writes  a  state  warrant  to  each  provider  which  has  charges  greater  than 
$100  for  the  total  amount  payable.   Once  each  month,  payments  are  made 
for  all  amounts  less  than  $100.   We  identified  several  problems  in  this 
claim  processing  procedure. 
Dikewood  Pa3nnents 

The  original  contract  for  claim  processing  between  SRS  and  Dikewood 
was  prepared  in  1973.   Each  year  since,  SRS  has  renegotiated  it.   The 
contract  in  effect  at  this  time  is  for  a  three-year  period  ending 
June  30,  1979.   This  contract  specifies  the  services  and  reports  to  be 
provided  by  Dikewood  and  the  basis  for  payment  by  SRS.   The  Medical 
Assistance  Bureau  pays  Dikewood  for  processing  claims  received  on  a  per 
document  basis  as  billed  after  SRS  has  paid  for  processing  a  minimum 
number  of  documents.   Dikewood  obtains  a  count  of  the  claims  processed 
from  their  microfilm  counter  and  includes  this  information  with  their 
bills.   The  Medical  Assistance  Bureau  does  not  test  the  Dikewood  claim 
count  prior  to  paying  the  Dikewood  billing;  therefore,  the  Medical 
Assistance  Bureau  has  no  way  of  knowing  if  what  they  paid  Dikewood  was 
reasonable  or  proper.   We,  too,  were  unable  to  audit  the  Dikewood  billing 
because  they  had  not  provided  support  for  their  claim.   We  attempted  to 
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reconcile  the  number  of  claims  reported  by  Dikewood  with  the  number  of 
claims  microfilmed  for  two  separate  test  days.   The  number  of  claims 
agreed  for  the  first  day  but  Dikewood  reported  87  more  claims  than  our 
count  for  the  second  test  day.   Because  of  the  significance  of  the 
payments  made  to  Dikewood,  $623,000  during  fiscal  year  1975-76,  the 
Medical  Assistance  Bureau  should  know  if  this  amount  is  reasonable  and 
in  compliance  with  their  contract. 

Dikewood  numbers  the  claims  using  a  microfilm  machine  with  a  built- 
in  numbering  device.   The  Medical  Assistance  Bureau  could  not  explain 
why  some  claims  had  two  numbers.   In  order  to  determine  if  the  amount 
paid  Dikewood  is  reasonable,  the  Medical  Assistance  Bureau  should  require 
an  accounting  of  the  specific  claims,  by  number  sequence,  Dikewood  is 
billing  for,  and  SRS  should  know  how  Dikewood  is  numbering  claims.   The 
information  Dikewood  submits  to  SRS  in  support  of  its  bills  should  be 
tested  to  ensure  that  the  specific  services  billed  for  were  received. 

RECOMMENDATION 

]rJe  reaonmend  that  SRS: 

1.  Require  Dikewood  to  provide  an  auditable  accounting  of 
services  for  which  they  bill. 

2.  Test  this  accounting  to  ascertain  that  they  received 
these  services. 

Other  Payments  to  Dikewood 

The  Medical  Assistance  Bureau  chief  approved  payments  to  Dikewood 
of  $21,000  during  fiscal  year  1975-76  for  purchase  of  claim  forms  and 
warrant  stock;  however,  he  did  not  adequately  verify  the  reasonableness 
of  the  payment.   He  does  not  know  if  Dikewood  needs  the  forms  ordered  or 
if  they  received  the  claim  forms  or  warrant  stock.   A  recent  change  in 
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procedures  compounds  the  problem.   Now  SRS  pays  the  supplier  for  the 
forms  without  confirmation  by  Dikewood  that  they  received  the  forms. 
The  State  Auditor  records  the  warrants  Dikewood  uses,  but  the  Medical 
Assistance  Bureau  chief  does  not  use  this  information  in  approving  the 
payment  for  more  warrant  stock.   The  number  of  Medicaid  claim  forms  used 
each  year  was  not  readily  available. 

Dikewood  does  not  maintain  an  adequate  inventory  record  of  these 
forms.   Such  a  record  is  necessary  to  detect  possible  theft  of  the  forms 
(especially  the  warrant  stock)  and  to  be  able  to  project  the  demand  for 
each  type  of  form.   During  our  audit  work  at  the  Dikewood  computer 
center,  we  learned  that  they  were  nearly  out  of  drug  claim  forms  because 
they  did  not  have  an  established  reorder  system.   It  was  necessary  for 
them  to  ration  claim  forms  until  more  could  be  printed. 

RECOMMENDATION 

We  veoommend  that  SRS: 

1.  Verify  the  number  of  forms  used  and  billed  for  by  Dikewood. 

2.  Require  Dikewood  to  maintain  adequate  inventory  records 
for  forms  and  warrant  stock  on  hand. 

Dikewood  Processing 

Dikewood  employees  described  two  significant  processing  diffi- 
culties resulting  from  Medical  Assistance  Bureau  requirements.   In  one 
instance,  these  employees  stated  they  received  about  30  percent  of  the 
Medicaid  claims  with  invalid  or  missing  client  identification  numbers. 
SRS  officials  state  that  for  public  relations  reasons,  the  Medical 
Assistance  Bureau  requires  Dikewood  to  look  up  these  numbers  as  best 
they  can  rather  than  return  the  claim  to  the  provider  for  completion. 
They  also  said  claim  forms  that  are  seriously  inadequate  are  returned; 
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however,  to  return  all  incomplete  and  nonstandard  claim  forms  to  providers 
might  cause  providers  to  be  unwilling  to  participate  in  the  Medicaid 
program. 

Dikewood  employees  believed  that  if  they  were  allowed  to  return 
claims  to  the  providers  for  error  correction,  it  would  educate  the 
providers  and  greatly  reduce  the  quantity  of  invalid  clients'  numbers 
providers  use.   Currently  Dikewood  maintains  a  research  section  to  look 
up  these  numbers.   Dikewood  is  paid  on  a  fixed-price  contract,  but  the 
cost  associated  with  claims  research  is  eventually  passed  on  to  SRS . 

In  addition,  Dikewood  does  not  always  receive  enough  information 
from  the  provider  to  determine  who  received  the  service.   For  example, 
for  one  member  of  our  recipient  claim  test  sample,  Dikewood  incorrectly 
completed  the  recipient  identification  number  based  on  the  recipient's 
name.   The  recipient  who  actually  received  the  service  had  a  similar 
name  but  lived  in  another  part  of  the  state.   The  recipient  whose  iden- 
tification number  Dikewood  placed  on  the  claim  died  prior  to  the  date  of 
the  claim.   If  the  provider  had  properly  completed  the  claim,  SRS  files 
would  not  have  contained  this  mistake. 

In  the  second  case,  Dikewood  employees  stated  that  they  receive 
about  300  claims  a  week  on  non-Medicaid  claim  forms.   This  represents  a 
50  percent  increase  during  the  past  year.   Even  though  the  Medical 
Assistance  Bureau  provides  a  standard  claim  form  for  each  medical  provider, 
the  bureau  chief  requires  Dikewood  to  accept  these  nonstandard  claim 
forms.   Information  on  these  forms  must  be  transferred  to  Medicaid  forms 
before  being  processed.   In  addition,  the  information  sent  on  the  non- 
Medicaid  forms  may  not  be  all  that  is  required  for  processing  a  Medicaid 
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claim.   The  Medical  Assistance  Bureau  told  Dikewood  to  use  the  infor- 
mation contained  on  the  nonstandard  billings  rather  than  request  the 
provider  to  send  bills  on  the  standard  forms  because  it  would  promote 
better  public  relations.    Dikewood  officials  stated  that  if  this  trend 
continues  they  "will  need  to  reassess  the  situation." 

Many  of  the  nonstandard  billings  come  from  hospitals,  doctor 
groups,  and  accountants  specializing  in  medical  billing,  who  use  computer 
prepared  billings.   The  Medical  Assistance  Bureau  should  expect  more 
computer  billings  in  the  future.   Computer  billing  is  a  problem  that  the 
Medical  Assistance  Bureau  should  have  dealt  with  when  it  first  became 
apparent.   Dikewood  stated  that  a  standard  format  printout,  providing 
the  necessary  information,  would  be  an  acceptable  alternative  billing 
form.   The  Medical  Assistance  Bureau  should  work  with  the  providers  to 
establish  the  standard  format  before  too  many  different  groups  establish 
their  own  billing  programs. 

One  provider  representative  suggested  that  the  claims  be  submitted 
in  a  computer-readable  mode,  thus  eliminating  the  need  for  Dikewood  to 
input  the  claims  individually.   This  is  an  opportunity  for  the  Medical 
Assistance  Bureau  to  deal  with  a  potential  problem,  before  it  becomes 
serious. 

RECOMMEmATION 

We  recommend  that  SRS: 

1.  Permit  Dikewood  to  retiam  incomplete  and  nonstandard 
claim  forms   to  medical  providers  for  correction. 

2.  Consider  developing  standard  criteria  for  utilizing 
providers'  computerized  billings. 
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Dlkewood  Claim  Processing  Edits 

A  portion  of  the  claim  processing  procedure  involves  comparing 
various  parts  of  the  claim  information  to  established  criteria.   For 
each  claim,  the  computer  program  makes  comparisons  such  as  determining 
that  the  diagnosis  corresponds  to  the  treatment,  that  the  sex  and  age 
correspond  to  the  procedure,  that  the  date  of  service  and  the  date  of 
the  claim  are  within  six  months  of  each  other,  and  that  the  service 
provider  was  licensed.   The  computer  provides  a  rejected  claim  list  for 
those  claims  not  fitting  these  and  other  established  criteria.   This 
edit  procedure  is  an  expensive  computer  process  but  is  potentially 
useful  in  the  claim  processing  procedure.   Dikewood  sends  the  exception 
lists  to  the  Montana  Foundation  for  Medical  Care  for  those  categories  of 
exceptions  requiring  subjective  evaluation.   The  foundation  is  to  resolve 
the  exceptions  or  finally  reject  the  claims.   We  found  that  the  founda- 
tion's procedures  for  resolving  these  problems  were  not  adequate. 

For  example,  one  claim  on  the  listing  was  rejected  because  the 
diagnosis  of  "female  problems"  did  not  agree  with  the  procedure  "herior- 
rhaphy."  The  correct  diagnosis  for  this  procedure  would  be  "hernia." 
The  foundation  over-rode  the  computer's  automatic  edit  and  approved  the 
payment  without  looking  at  the  original  claim.   This  process  assumes 
that  the  procedure  being  paid  for  is  correct  and  that  it  should  be  paid. 
The  foundation  routinely  over-rides  several  types  of  edits  in  order  to 
make  claim  payments.   Treating  the  exception  listing  in  this  manner 
defeats  the  purpose  of  the  computer  edits  and  indicates  that  there  may 
be  a  problem  with  the  design  of  the  edits.   The  Medical  Assistance 
Bureau  should  review  the  Dikewood  edit  procedures  and  determine  if 
revisions  in  the  edit  design  and  exception  procedures  are  required.   If 
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the  edits  are  appropriate,  SRS  should  require  the  foundation  to  ade- 
quately review  exceptions. 
RECOMMENDATION 

We  reoommend  that  SRS  review  the  Dikewood  computer  edit  procedures 
and  revise  them  if  necessary  or  require   the  Montana  Foundation 
for  Medical  Care  to  follow  up  exceptions  resulting  from  the 
edits. 
Third-Party  Liability 

While  reviewing  county  files,  we  identified  eleven  files  containing 
indications  that  the  recipient  was  entitled  to  medical  benefits  from 
insurance  policies  in  force  or  from  fathers  or  husbands,  as  a  result  of 
divorce  decrees.   We  tested  to  determine  if  Dikewood  considered  payments 
by  third  parties  for  these  eleven  cases.   We  found  that  they  referred 
claimants  to  the  third-party  coverage  in  three  of  the  eleven  cases.   For 
the  remaining  eight  cases,  the  county's  files  indicated  that  Medicaid 
should  not  be  liable  for  all  medical  bills,  but  Dikewood  had  not  attempted 
to  collect  from  the  other  liable  parties  because  the  county's  information 
was  not  included  in  the  Dikewood  edit  file.   The  Medical  Assistance 
Bureau  should  make  the  available  third-party  liability  information  known 
to  Dikewood. 

RECOMMENDATION 

We  recommend  that  SRS  ensure  that  third-party  liability  information 
is  communicated  by   the  counties   to  Dikewood. 
Medicare  as  a  Third  Party 

During  fiscal  year  1975-76,  14,348  recipients,  or  34  percent,  of 
the  total  Medicaid  recipients  were  also  eligible  for  Medicare.   To  aid 
in  processing  claims  for  these  recipients,  Dikewood  designed  computer 
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edits  which  do  not  permit  payment  for  claims  without  a  Medicare  co- 
payment.   Medicare  has  two  groups  of  eligible  recipients:   (1)  persons 
over  65  years  of  age;  and  (2)  persons  under  65  years  of  age  who  are 
blind  or  disabled.   For  recipients  over  65,  Dikewood  edits  automatically 
check  to  see  that  Medicare  was  considered  as  a  third  party.   For  the 
second  group,  Dikewood  must  use  information  provided  by  SRS  to  identify 
the  potential  third-party  source  of  payment.   This  information  is  re- 
corded on  the  computer  file  in  the  location  normally  used  to  indicate 
the  medical  procedure  performed.   In  our  tests  we  found  several  examples 
of  overpayments  directly  attributable  to  Dikewood 's  method  of  processing 
Medicare  recipients'  claims. 

Normally,  computer  edits  limit  payments  for  specific  medical  pro- 
cedures to  specific  allowable  amounts,  but  that  is  not  possible  in  the 
case  of  Medicare  co-pajonents  because  specific  procedures  are  not  iden- 
tified. As  a  result,  we  found  one  case  where  Dikewood  paid  a  provider 
$468.10  rather  than  $4.68,  which  was  the  correct  co-payment.  In  two 
other  examples,  Dikewood  paid  the  entire  amount  billed  rather  than 
paying  20  percent  as  a  co-payment. 

We  found  that  another  type  of  overpayment  occurred  because  Dikewood 
does  not  subject  Medicare  co-payments  to  other  standard  edits.   Dikewood 
paid  two  claims  twice,  each  for  the  same  service  on  the  same  day.   Under 
Dikewood' s  current  process,  they  cannot  test  for  duplicate  medical 
procedures. 

If  Dikewood  identified  Medicare  claims  elsewhere  on  their  file  and 
used  the  standard  medical  procedure  codes  for  the  Medicare-related 
claims,  their  standard  edits  could  be  used  in  processing  these  claims. 
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Since  $23  million  is  spent  annually  on  services  for  Medicare  eligible 
recipients,  it  should  be  worthwhile  to  pursue  the  problem. 

RECOMMENDATION 

We  recommend  that  SRS  require  Dikewood  to  use   their  standard  edits 
on  Medicare  co-payments. 
Medicaid  Warrant  Processing  Procedure 

Once  Dikewood  processes  provider  claims,  data  concerning  approved 
payments  is  stored  in  the  Dikewood  computer  center  in  Albuquerque,  New 
Mexico.   Once  each  week  Dikewood  searches  their  computer  files,  sum- 
marizes the  vendor  payments,  writes  a  warrant  for  the  total  due  to  each 
vendor,  and  prepares  both  a  magnetic  tape  file  and  a  printed  list  of  all 
the  payments.   They  write  the  warrants  on  Montana  warrant  stock  and 
prepare  the  printout  in  check  register  format.   Attached  to  each  warrant 
is  a  listing  of  the  services  for  which  the  payment  is  made.   The  re- 
mainder of  this  report  section  discusses  the  problems  we  found  with  this 
procedure. 

Dikewood  performs  their  warrant  writing  procedure  at  night.   They 
place  the  completed  computer  run  of  reports  and  warrants  on  a  table  in 
the  computer  room  in  Albuquerque  where  the  Medicaid  clerk  picks  them  up 
the  next  morning  for  mailing  to  Montana.   These  warrants  should  be 
protected  in  a  secure  place  when  Dikewood  has  completed  their  prepara- 
tion. 

When  we  were  in  Albuquerque,  we  observed  that  Dikewood  stored  the 
Montana  warrant  stock  in  a  storeroom  and  in  the  computer  room,  both  of 
which  are  accessible  to  many  employees,  including  computer  operators  and 
programmers.   In  addition,  one  Dikewood  employee  had  a  case  of  blank 
Montana  warrant  stock  in  her  office  because  she  did  not  know  what  else 
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to  do  with  it.   The  warrants  in  that  case  were  numbered  out  of  sequence. 
At  no  time  should  all  employees,  especially  computer  operators  and 
programmers,  have  access  to  excess  quantities  of  blank  warrants. 
Dikewood  officials  have  not  established  adequate  control  procedures  for 
blank  warrant  stock. 

Dikewood  mails  the  warrants,  the  warrant  register,  and  the  magnetic 
tape  file  from  Albuquerque  to  the  SRS  Fiscal  Bureau.   The  Fiscal  Bureau 
reads  the  magnetic  tape  and  prepares  a  copy  tape  and  another  warrant 
register,  this  time  in  a  format  compatible  to  Montana's  warrant  system. 
They  also  print  the  total  shown  on  the  tape.   This  total  is  compared  to 
the  total  on  the  Dikewood  summary  printout.   SRS  does  not  compare  the 
printout  register  with  the  warrants  nor  do  they  add  the  total  payments 
on  the  magnetic  tape  and  compare  it  to  the  total  warrants.   Consequently, 
SRS  does  not  know  if  they  have  a  record  which  agrees  to  the  warrants 
individually  or  in  total. 

The  Dikewood  summary  indicates  the  number  of  warrants  sent  each 
week.   The  checks  are  numbered  in  sequence  and  a  Fiscal  Bureau  employee 
compares  the  difference  between  the  number  of  the  top  warrant  and  the 
number  of  the  bottom  warrant  to  the  reported  number  of  warrants.   This 
employee  then  takes  the  warrants  to  the  State  Auditor's  Office  to  be 
signed.   The  State  Auditor's  warrant  signing  machine  counts  the  warrants 
as  it  signs  them.   When  we  observed  this  procedure,  Dikewood  reported 
802  warrants  and  the  warrant  signer  counted  806  warrants  signed.   The 
difference  was  explained  as  "over  count"  by  the  State  Auditor's  Office 
and  was  not  reconciled.   (They  explained  that  they  rely  on  their  postage 
meter  count.)   The  Fiscal  Bureau  employee  carries  the  warrants  back  to 
SRS  for  mailing  the  next  day.   Since  SRS  uses  a  postage  machine  to 
mail  the  warrants,  we  requested  that  the  mailroom  use  the  counter  on 
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the  postage  machine  to  determine  how  many  warrants  received  postage  and 
were  subsequently  mailed.   The  mailroom  counter  indicated  that  798 
warrants  receive  postage  and  were  mailed.   Fiscal  Bureau  employees  could 
not  explain  why  more  checks  were  signed  than  Dikewood  prepared  and  why 
fewer  were  mailed  than  were  prepared  and  signed. 

After  the  State  Auditor  signs  the  warrants,  and  before  SRS  mails 
the  warrants,  SRS  stores  the  warrants  in  their  vault  overnight  while 
the  State  Auditor's  Office  completes  its  preparation  of  the  check  reg- 
ister.  Unnecessarily  circulating  and  storing  a  batch  of  signed  warrants 
worth  an  average  of  $600,000  every  week,  violates  basic  internal  control 
procedures. 

At  the  same  time  SRS  mails  warrants,  they  send  the  associated 
claims  to  the  Accounting  Division  of  the  Department  of  Administration  to 
record  the  expenditures  in  the  Statewide  Budgeting  and  Accounting  System 
(SBAS).   Normal  SBAS  procedures  require  that  claims  be  processed  before 
warrants  are  written  to  ensure  that  the  accounts  the  warrants  are  drawn 
against  have  adequate  funds  to  pay  the  warrants.   In  this  case,  the 
warrants  are  not  only  written  but  are  in  the  mail  before  the  claim  is 
processed. 

We  found  that  no  one  uses  the  warrant  register  prepared  by  Dikewood. 
Montana  prepares  its  own  warrant  register  from  the  magnetic  tape  to  put 
it  in  a  format  useful  to  them.   The  magnetic  tape  used  to  prepare  the 
warrant  register  could,  at  the  same  time,  write  the  warrants  now  pre- 
pared in  Albuquerque.   If  the  State  Auditor's  Office  wrote  these  warrants 
through  its  normal  warrant  processing  system,  the  warrant  totals  would  be 
included  as  part  of  the  system.   This  would  eliminate  the  need  for 
Dikewood  to  maintain  a  supply  of  blank  warrants,  the  need  for  shipping 
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the  warrants  from  Albuquerque,  and  would  provide  for  preparation  of  the 
warrants  by  an  agency  independent  of  all  other  segments  of  the  claims 
process. 

A  change  in  the  warrant  writing  procedure  has  one  obstacle.   The 
warrants  prepared  by  Dikewood  have  a  description  of  the  items  being  paid 
for  by  the  warrant  attached — similar  to  the  stub  on  a  payroll  warrant. 
Sometimes  this  itemization  prepared  by  Dikewood  is  longer  than  one  page 
and  may  not  be  attached  to  the  warrant.   SRS  currently  places  the  war- 
rants and  the  service  descriptions  in  the  envelope  by  hand,  collating 
the  added  pages  of  the  description  at  the  same  time.   This  description 
can  be  included  as  part  of  the  state  warrant  system  in  one  of  several 
ways. 

1.  Dikewood  can  continue  to  prepare  this  insert  and  send  it  to 
Montana,  as  is  now  done,  and  it  would  be  collated  and  mailed 
with  the  warrant. 

2.  Dikewood  can  continue  to  prepare  the  insert  and  mail  it  di- 
rectly to  the  provider. 

3.  Dikewood  can  include  the  necessary  information  on  the  magnetic 
tape  sent  to  SRS  and  Montana  can  print  and  mail  the  informa- 
tion with  the  warrants. 

Any  problems  encountered  in  this  change  are  more  than  compensated 
for  by  the  advantages  of  writing  the  warrants  in  Montana. 
RECOMMEmATION 
We  veoomnend  that  SRS  establish  -pvoaedures   that  provide  for  the 

Medicaid  provider  warrants  to  he  written  and  mailed  by  the  State 

Auditor. 
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V/e  recommend  that  the  Department  of  Administration  establish 
prooedures  to  prevent  agencies  from  releasing  warrants  before 
they     process  claims. 
Payments  to  State  Institutions 

Medicaid  paid  the  state's  institutions  $2,999,000  during  fiscal 
year  1975-76.   Warrants  for  the  state  institutions  go  to  the  Department 
of  Institutions'  reimbursement  office  at  Galen.   They  are  then  deposited 
in  a  state  treasurer's  account  in  an  Anaconda  bank  and  the  funds  are 
transferred  to  the  treasurer's  account  in  Helena.   These  procedures 
require  taking  money  outside  the  treasury  system,  sending  it  through  the 
mail  and  a  private  bank,  and  back  to  the  state  treasury  system. 

The  state  system  provides  two  preferable  alternative  methods  of 
making  payment  to  the  state  institutions.   SRS  could  deposit  the  war- 
rants directly  with  the  Treasury  Division  of  the  Department  of  Admin- 
istration in  Helena  with  only  the  remittance  slip  going  to  the  Reim- 
bursement Bureau,  or  the  money  could  be  transferred  by  use  of  a  SBAS  no 
warrant  transfer  document  initiated  by  SRS.   Department  of  Institutions 
officials  told  us  that  either  of  these  methods  would  be  acceptable  to 
them. 

RECOMMEWATION 

Vie  recommend  that  SRS  work  with  the  Department  of  Institutions  to 
make  payments  to  state  institutions  in  the  most  efficient  manner. 
Dikewood  Controls 

During  our  audit  work  at  the  Dikewood  Corporation  computer  facility 
in  Albuquerque  we  found  that  controls  established  over  claims  processing, 
data  files  and  computer  hardware  were  not  adequate  to  ensure  the  security 
of  SRS  data  or  to  ensure  that  claims  processing  would  not  be  unnecessarily 
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interrupted  by  natural  disasters.   Several  of  the  problems  we  found  are 
discussed  below. 

1.  Dikewood  does  not  adequately  document  their  computer  programs 
to  aid  in  preserving  consistent  application  and  easy  mainte- 
nance. 

2.  Dikewood  does  not  lock  the  safe  which  contains  all  three 
backup  copies  of  the  Montana  master  file  of  payment  informa- 
tion.  In  addition,  the  vault  is  in  the  computer  room.   Any 
disaster  which  destroys  Montana's  on-line  master  file  is 
likely  to  destroy  the  backup  records  as  well.   The  potential 
for  loss  of  the  files  is  further  compounded  because  access  to 
the  computer  rooms  is  not  restricted  to  those  employees  who 
need  to  be  there.   All  Dikewood  employees  have  free  access  to 
the  computer  room. 

3.  Dikewood  officials  could  not  tell  us  who  had  been  assigned 
valid  operator  numbers  and  secret  access  codes.   They  said 
that  numbers  and  access  codes  once  assigned  former  employees 
are  reassigned  to  new  employees.   The  valid  operator  numbers 
and  secret  access  codes  have  not  been  changed  in  more  than 
four  years.   To  aid  in  protecting  these  codes,  they  should  not 
appear  on  the  video  screen  as  they  are  entered.   On  the 
Dikewood  system  they  appear  on  the  screens  as  they  are  entered, 
Additionally,  if  a  wrong  code  is  entered  it  should  be  recorded 
by  the  computer.   If  too  many  unsuccessful  tries  are  made  at 
gaining  access  to  the  computer,  a  safety  system  should  prevent 
access  to  the  computer  from  that  terminal  until  some  alterna- 
tive procedure  occurs.   The  Dikewood  system  does  not  employ 

this  safeguard. 
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4.   Dikewood  officials  have  not  established  written  procedures  for 
employees  to  use  in  dealing  with  disasters  such  as  fire  or 
unauthorized  entrance  to  the  Dikewood  building.   There  should 
be  some  plan  to  ensure  continuity  of  operation  to  prevent 
unnecessary  loss  of  records  or  hardware  and  unnecessary  time 
delay.   The  Great  Falls  offices  of  Dikewood  do  not  have  fire 
or  smoke  alarms.   The  Albuquerque  computer  room  has  a  wooden 
floor,  not  a  fireproof  floor  which  is  the  accepted  standard 
for  computer  centers. 
RECOMMENDATION 

We  veaorrmend  that  SRS  require  Dikewood  Corporation  to  provide 
adequate  documentation  and  aontrols  for  the  claim  processing 
system. 
Continuance  of  Service 

The  contract  between  Dikewood  and  SRS  does  not  provide  for  a  transi- 
tion period  for  the  state  to  assume  Dikewood' s  functions  if  Dikewood 
should  decide  not  to  process  Montana  Medicaid  claims.   Because  of  the 
complexity  of  the  claims  processing  system,  Montana  would  have  no  way  to 
process  and  pay  medical  claims  if  Dikewood  did  not  renew  their  contract. 
A  clause  requiring  Dikewood  to  process  medical  claims  during  any  transi- 
tion period  should  be  included  in  the  contract. 

If  Dikewood  were  to,  on  short  notice,  fail  to  perform  any  or  all 
the  functions  under  their  contract,  the  state  would  stand  to  lose  many 
times  the  $25,000  non-performance  liability  included  in  the  contract. 
This  amount  should  have  been  established  at  a  level  equal  to  several 
months'  operating  costs. 
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RECOMMENDATION 

We  recommend  that  SRS  inalude  in  their  aontract  with  Dikewood: 

1.  A  provision  to  establish  a  transition  period  for  alaims 
processing  at  the  end  of  the  contract  period. 

2.  A  reasonable  nonperformance  Ziabitity  clause. 
Medicaid  Refunds 

SRS  received  $56,000  in  refunds  during  fiscal  year  1975-76  from 
medical  providers  that  SRS  inadvertently  overpaid,  paid  twice,  or  paid 
in  addition  to  payments  from  other  sources.   Frequently,  SRS  did  not 
request  these  refunds,  nor  was  SRS  aware  refunds  were  due.   Generally, 
the  providers  voluntarily  made  these  refunds  based  on  their  own  records. 
When  SRS  receives  these  refunds,  they  usually  cannot  identify  the  reason 
the  provider  returned  the  payment.   We  attempted  to  identify  the  explana- 
tion for  40  refunds.   The  results  are  as  follows: 

1.  Medicare  related  overpayment   11 

2.  Medicaid  related  overpayment    2 

3.  Fraud  collection  payments      3 

4.  Could  not  explain  Ih^ 
Total                        40 

SRS  has  not  determined  the  reason  for  many  refunds  received  despite 
the  fact  that  these  refunds  are  an  indication  of  problems  that  exist  in 
the  Medicaid  payment  system.   Each  refund  is  the  result  of  a  specific 
weakness  in  that  system.   When  SRS  identifies  the  reason  for  a  refund, 
they  have  generally  identified  a  weakness.   Our  review  of  the  refunds 
identified  the  procedural  problems  discussed  on  page  14  of  this  report. 
The  potential  benefit  of  following-up  unidentified  overpayments  is 
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great.   Testing  refunds  is  a  prime  source  for  identifying  problems  and 
SRS  should  use  them  as  such. 

RECOMMENDATION 

We  reaorrmend  that  SRS  identify   the  reasons  for  receiving  medical 
refunds  and  correct  the  specific  problems  that  resulted  in  the 
initial  overpayments. 
MEDICAID  PERMANENT  RECORDS 
Records  Retention 

In  addition  to  the  various  magnetic  tape  files  which  the  SRS  Data 
Processing  Bureau  personnel  create,  they  also  use  tapes  loaned  from 
Dikewood  which  contain  specific  Medicaid  paid  claims  information.   We 
needed  to  use  these  tapes  as  part  of  our  audit  work.   We  located  most  of 
these  computer  tapes  in  a  broom  closet,  converted  to  a  coat  room  and 
supply  closet  in  a  downtown  office  building  occupied  by  SRS.   The  tapes 
were  stacked  on  a  shelf  in  random  order.   Besides  not  meeting  the  special 
physical  storage  requirements  for  computer  tapes,  the  closet  did  not 
provide  adequate  physical  control  and  the  monthly  tapes  for  August  1975, 
January  1976,  and  February  1976,  were  missing.   These  tapes  contain 
confidential  recipient  information  which  must  be  protected,  and  they  are 
SRS's  permanent  record  of  where  the  state's  Medicaid  dollars  went.   As 
such,  they  should  be  stored  with  SRS's  other  computer  magnetic  tapes  and 
retained  as  primary  accounting  records. 

On  instructions  from  the  Medical  Assistance  Bureau,  Dikewood  rou- 
tinely destroys  the  Medicaid  claims  they  no  longer  need.   The  SRS  Data 
Processing  Bureau  routinely  provides  for  destruction  of  SRS's  copy  of 
the  computer  warrant  register  after  60  days  and  the  paid  claims  tape 
after  two  years.   Contrary  to  their  established  procedure,  the  Data 
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Processing  Bureau  still  has  most  of  the  paid  claims  tapes  but  they  do 
not  have  a  complete  record.   The  oldest  tape  is  for  March  1975  but  three 
interim  monthly  tapes  are  missing.   None  of  the  tapes  are  protected 
adequately  by  the  tape  management  system. 

SRS  did  not  request  authority  to  destroy  these  accounting  records, 
as  required  by  Section  82-3313,  R.C.M.  1947,  which  states  "No  record 
shall  be  destroyed  without  permission  of  the  controller."  The  43rd 
Legislative  Session  passed  Section  82-3338,  R.C.M.  1947,  transferring 
records  destruction  approval  authority  to  a  records  management  com- 
mittee.  In  the  case  of  the  claims  paid  tape,  it  is  SRS's  only  record  of 
claims  paid.   SRS  should  establish  an  acceptable  policy  for  records 
retention. 

RECOMMENDATION 

We  reaommend  that  SRS: 

1.  Store  Dikewood  paid  aZaims  tapes  in  a  secure  place  and 
establish  a  retention  schedule  which  acknowledges   their 
status  as  primary  accounting  records. 

2.  Establish  an  aooeptable  policy  for  records  retention. 
S.       Destroy  only   those  records  approved  for  destruction. 

Confidentiality 

Dikewood  does  not  provide  security  for  the  Medicaid  claims  after 
working  hours  and  on  weekends  or  holidays.   Employees  keep  input  docu- 
ments such  as  claims  in  the  claims  processing  area  and  they  do  not  lock 
them  up  at  night.   Consequently,  the  claims  are  exposed  to  fire  danger, 
damage,  or  other  destruction.   In  addition,  the  building  is  cleaned 
after  working  hours,  exposing  the  confidential  information  on  the  claims 
to  unauthorized  personnel.   This  is  a  violation  of  the  Dikewood  contract. 


-25- 


The  Medicaid  claims  are  shipped  between  Dikewood  in  Great  Falls  and 
the  Montana  Foundation  for  Medical  Care  in  Helena  and  back  again  on  a 
daily  basis.   The  documents  are  sent  in  batches  of  approximately  100  per 
batch  in  a  box  taped  shut,  but  no  record  is  kept  of  what  documents  are 
sent  and  received  at  either  end  of  the  transfer.   A  specific  record 
should  be  maintained  to  identify  the  location  of  each  claim. 

After  the  claims  are  processed  and  the  microfilm  copies  of  the 
claims  have  returned  from  the  processer,  Dikewood  takes  the  claims  to  a 
nearby  municipal  paper  shredder  for  destruction.   The  Dikewood  director 
stated  that  he  did  not  know  what  precautions  either  the  paper  recycling 
plant  or  the  microfilm  processer  took  to  preserve  the  confidentiality  of 
the  Medicaid  claims.   He  also  said  he  did  not  know  if  either  operation 
was  bonded  against  loss.   It  would  be  possible  to  compile  lists  of 
Medicaid  recipients  or  recipients  needing  various  prosthetic  devices,  or 
any  number  of  other  things  from  these  claims. 

RECOMMENDATION 

We  recommend  that  SRS  ensure   that  Dikewood: 

1.  Adequately  'protects   the  confidential  Montana  Medicaid 
information  they  use  and  store. 

2.  Accounts  for  the   location  of  all  Medicaid  claims  at  all 
times . 

Dikewood  Microfilm 

During  our  audit  of  the  Medicaid  program  we  used  the  microfilmed 
copies  of  the  provider  claims  extensively.   Because  of  the  poor  quality 
we  frequently  had  trouble  using  the  microfilm  and  in  some  cases  found  it 
impossible  to  use.   We  asked  the  employees  of  the  state's  Records  Manage- 
ment Bureau  to  evaluate  the  quality  of  the  Dikewood  microfilm.   They 
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rated  it  as  poor  to  average  compared  to  the  quality  they  receive  for 
their  records.   The  Medical  Assistance  Bureau  never  looks  at  the  film, 
so  they  did  not  know  the  condition  of  the  film  they  received.   In 
addition,  for  a  period  of  time  from  September  1976  until  some  time  after 
July  1977  the  Medical  Assistance  Bureau  did  not  know  they  had  not  received 
the  microfilm  for  those  months.   When  SRS  discovered  that  they  had  not 
received  the  microfilm,  they  requested  and  received  it  from  Dikewood. 
Dikewood  must  provide  the  microfilm  in  accordance  with  their  contract 
with  SRS.   Since  Dikewood  routinely  destroys  the  actual  claims,  the 
microfilm  is  the  only  record  that  shows  that  the  providers  actually 
billed  for  these  services.   The  Medical  Assistance  Bureau  should  deter- 
mine that  they  receive  the  microfilm  on  time  and  that  it  is  of  good 
quality. 

RECOMMENDATION 

We  recommend  that  SRS: 

1.  Obtain  a  copy  of  each  roll  of  the  microfilm  record. 

2.  Require  that  Dikewood  provide  quality  microfilm  copies  of 
the  claims  processed. 

Record  of  Procedure  Codes  and  Foundation  Approval 

The  Medical  Assistance  Bureau  contracts  with  the  Montana  Foundation 
for  Medical  Care  for  coding,  reviewing,  and  approving  the  Medicaid 
claims.   After  Dikewood  microfilms  the  claims  they  send  them  to  the 
foundation.   The  foundation  codes  the  procedures,  approves  the  nature  of 
the  payment  on  the  claims,  and  then  ships  the  claims  back  to  Dikewood. 
Because  the  claim  is  microfilmed  before  it  is  coded  and  approved,  neither 

the  procedure  coding  nor  the  foundation  approval  shows  up  on  the  microfilm 
copy  of  the  claim.   Therefore,  the  state  does  not  have  a  permanent 
record  of  the  claim  coding  or  approval  for  payment. 

-27- 


The  state  of  New  Mexico  uses  claim  forms  with  both  the  procedure 
names  and  the  codes  preprinted  on  them.   Precoded  forms  would  permit 
Dikewood  to  complete  the  claim  entry  prior  to  the  review  by  the  founda- 
tion.  The  foundation  would  not  need  the  copy  of  the  claim  but  could 
simply  work  from  the  viewing  screen  connected  to  the  computer.   The 
microfilm  copy  would  include  the  coding  input,  and  the  claim  approval 
could  be  entered  from  video  screens  at  the  foundation. 

Precoded  claim  forms  also  offer  the  advantages  of  fewer  coding 
mistakes,  quicker  processing,  and  quicker  preparation  by  the  providers 
in  addition  to  a  permanent  record  of  the  coding  and  approval  of  Medicaid 
claims. 

RECOMMENDATION 

We  recommend  that  SRS  consider  the  use  of  precoded  Medicaid 
claim  forms   to  obtain  a  permanent  record  of  claim  coding  and 
approval. 
NURSING  HOMES 

The  largest  portion  of  Montana's  Medicaid  payments  goes  to  nursing 
homes.   For  fiscal  year  1975-76,  SRS  paid  $16  million  to  90  Montana 
nursing  homes  plus  a  few  nursing  homes  outside  Montana.   In  fiscal  year 
1976-77,  the  same  group  of  nursing  homes  received  $21  million.   SRS 
makes  these  Medicaid  payments  based  on  the  reimbursable  costs  per  patient 
day  associated  with  Medicaid  eligible  patients  in  each  home.   SRS  deter- 
mines the  reimbursable  costs  by  auditing  nursing  homes'  cost  reports 
prepared  and  submitted  according  to  the  SRS  Manual  of  Reimbursement  for 
Nursing  Home  Care.   The  Audit  and  Contract  Management  Bureau  within  the 
SRS  Centralized  Services  Division  performs  these  audits. 

To  assure  ourselves  that  the  rates  paid  to  nursing  homes  were 

reasonable,  we  reviewed  the  audit  unit's  working  papers  for  five  nursing 
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homes  in  our  Medicaid  expenditure  sample.   Based  on  these  workpaper 
reviews,  we  determined  that  it  would  be  necessary  to  perform  our  own 
cost  audit  of  the  selected  nursing  homes.   Of  the  five  homes  we  selected 
for  audit,  we  were  able  to  confirm  the  rates  established  for  one  home. 
Our  audited  rates  differed  from  the  established  rates  in  three  homes, 
and  we  were  refused  access  to  audit  the  records  of  the  fifth  home. 
(Under  the  provisions  of  House  Bill  145,  Session  Laws  of  1977,  the  new 
contract  between  SRS  and  the  nursing  home  provides  for  audit  access.) 

We  found  the  audit  work  performed  by  the  Audit  and  Contract  Manage- 
ment Bureau  was  not  adequate  in  each  case  we  reviewed.   They  allowed 
costs  prohibited  by  the  Manual  of  Reimbursement  for  Nursing  Home  Care  to 
be  included  in  the  reimbursement  rate  and  disallowed  costs  permitted  by 
the  manual.   In  our  audit  of  these  four  nursing  homes'  cost  reports  and 
our  review  of  the  SRS  audit  working  papers,  we  identified  the  following 
problems. 

Audit  Program 

An  audit  program  is  a  list  of  standard  tests  used  by  auditors  to 
plan  and  complete  an  audit.   The  audit  unit  revised  their  standard  audit 
program  during  our  audit  and  as  a  result  made  many  improvements.   Unfor- 
tunately, neither  the  new  nor  the  old  audit  program  adequately  considered 
audit  guidelines  contained  in  the  American  Institute  of  Certified  Public 
Accountants,  Statements  on  Auditing  Standards  or  the  Medicare  Cost  Audit 
Guide.   The  audit  program  does  not  provide  for  checking  the  addition  on 
cost  reports  or  the  supporting  nursing  home's  ledgers  as  a  standard 
test.   The  audit  unit  stated  that  they  do  not  check  the  addition  of 
these  records.   As  a  result,  SRS  has  no  assurance  that  the  transactions 
they  test  are  included  in  the  cost  report  nor  can  they  be  assured  that 
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the  population  they  are  testing  includes  all  transactions  contained  in 
amounts  listed  on  the  cost  reports.   As  a  result  of  an  addition  error  on 
the  cost  report  of  one  nursing  home  we  reviewed,  the  audit  unit  recommended 
a  rate  resulting  in  an  overpayment  of  $45,379  to  the  nursing  home.   An 
error  of  this  type  cannot  be  detected  unless  a  test  of  addition  is 
included  in  the  audit  program. 

Another  generally  accepted  audit  procedure  which  is  missing  from 
the  audit  program,  requires  testing  of  reported  and  unreported  revenue. 
In  one  of  the  four  nursing  homes  we  visited,  we  found  that  SRS  paid  for 
$154  in  damage  repairs  which  was  also  paid  for  by  insurance.   Testing 
for  revenue  is  the  only  way  an  auditor  can  know  that  SRS  is  not  being 
charged  for  services  already  billed  to  others. 

Additional  necessary  audit  procedures  missing  from  the  audit  program 
include:   (1)  obtaining  satisfactory  explanations  of  large  differences 
between  years  in  the  amounts  reported  on  cost  reports;  (2)  concluding  on 
internal  control;  and  (3)  testing  related  party  transactions. 

In  addition  to  weaknesses  in  the  existing  audit  programs,  the 
auditors  do  not  always  perform  the  tests  specified  on  the  program.   For 
one  nursing  home  we  visited,  the  SRS  auditors  allowed  $1,500  in  equipment 
depreciation  costs  that  could  not  be  supported  by  either  the  nursing 
home  records  or  the  accountant's  workpapers.   This  would  have  been 
detected  by  the  depreciation  tests  on  the  program  if  they  had  been 
performed.   In  another  nursing  home  the  audit  unit  did  not  perform  the 
basic  tests  of  bank  reconciliations  or  obtain  bank  confirmations.   In  a 
third  home  we  found  no  documentation  that  an  audit  program  was  used  at 
all. 
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As  discussed  earlier,  the  basis  for  nursing  home  reimbursement  is 
the  cost  reports  nursing  homes  submit  to  the  SRS  audit  unit.  The  cost 
reports  provided  by  the  nursing  homes  are  not  adequate. 

The  cost  report  for  one  of  our  five  test  nursing  homes  was  not 
legible  enough  to  permit  our  checking  the  addition  of  the  column  totals 
or  determining  the  amount  of  the  expenditures  in  many  of  the  cost  cate- 
gories.  We  also  noted  other  examples  of  illegible  cost  reports  for 
nursing  homes  not  in  our  sample,  yet  in  each  case  the  audit  unit  estab- 
lished rates  based  on  the  cost  report. 

The  reimbursement  manual  specifies  that  annual  cost  reports  shall 
be  submitted  by  each  nursing  home.   At  the  bottom  of  each  cost  report 
form  is  a  statement  that  financial  sta' ements  audited  by  a  Certified 
Public  Accountant  or  a  Licensed  Public  Accountant  may  be  submitted  in 
lieu  of  the  cost  report.   On  the  instructions  for  completing  the  stand- 
ard cost  report  forms  is  a  statement  that  the  nursing  homes  may  use 
their  own  form  when  the  necessary  information  is  presented  and  it  is 
comparable  to  the  schedules  supplied.   We  noted  several  examples  of 
information  not  submitted  on  SRS  cost  report  forms.   Conventional 
audited  financial  statements  do  not  necessarily  report  the  nursing 
home's  reimbursable  costs  separately.   Instead,  they  report  all  activity 
of  the  nursing  home.   The  nonstandard  cost  reports  generally  require 
more  audit  work  to  obtain  the  necessary  cost  data  and  the  information  on 
them  is  not  generally  comparable  to  that  submitted  by  other  nursing 
homes.   Both  of  these  items  make  it  more  difficult  to  complete  an  audit. 
Current  federal  regulations  require  on-site  audit  of  the  financial 
and  statistical  records  of  each  participating  provider,  over  a  three- 
year  period  beginning  as  of  the  close  of  the  first  cost  reporting  year. 
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(January  1,  1978).   After  the  Initial  three-year  period,  on-site  audits 
shall  be  performed  each  year  in  at  least  15  percent  of  the  participating 
facilities,  at  least  5  percent  of  which  shall  be  selected  on  a  random 
sample  basis.   For  these  procedures  to  be  meaningful,  an  adequate  audit 
must  be  performed. 

RECOMMENDATION 

We  recommend  that  the  SRS: 

1.  Develop  an  audit  program  adequate  to  meet  the  needs  of 
cost  audits  and  generally  accepted  auditing  standards. 

2.  Complete  their  audit  program  as  part  of  their  audit 
procedure . 

Private  Patients'  Rates 

One  of  the  most  often  used  limitations  on  reimbursement  rates  for 
Medicaid  nursing  home  payments  is  the  rate  paid  by  the  private  patients 
in  the  nursing  home.   The  audit  unit  has  established  a  criteria  stating 
that  if  reported  cost  rates  exceed  private  pay  rates  by  5  percent  or 
more,  the  Medicaid  rate  would  be  limited  to  the  private  pay  rate  and  no 
further  testing  would  be  considered  necessary.   One  of  the  nursing  homes 
we  tested  had  its  rates  awarded  by  this  procedure.   The  audit  unit  had 
never  done  an  audit  of  this  nursing  home  or  their  private  pay  rates. 

If  experience  shows  that  audit  cost  adjustments  do  not  generally 
exceed  5  percent  for  these  homes,  this  procedure  may  be  valid.   Two 
tests  should  be  made  before  this  procedure  should  be  used  for  a  nursing 
home. 

1.  The  audit  unit  should  perform  at  least  a  periodic  audit  to 
confirm  the  credibility  of  the  submitted  cost  reports  for  each 
nursing  home. 

2.  The  private  pay  rate  should  be  tested. 
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In  another  nursing  home  limited  to  the  private  pay  rate  by  the 
audit  unit,  there  were  no  private  patients.   The  private  pay  rate  used 
was  not,  in  fact,  an  existing  rate.   The  nursing  home  reimbursement 
manual  says,  "...  Reimbursement  shall  not,  however,  exceed  the  weighted 
average  of  customary  charges  to  private  patients.  ..."  The  limitation 
to  the  private  pay  rate  in  this  nursing  home  was  not  valid. 

RECOMMENDATION 

We  reaormend  that  the  SRS: 

1.  Perform  on-site  audits  at  each  nursing  home  to  aonfirm  the 
credibility  of  the  nursing  home's  cost  report  even  if  the 
reimbursement  rate  is   limited  to  the  private  pay  rate. 

2,  Test  the  private  pay  rate  at  a  nursing  home  before  using 
that  as  the   limiting  factor  in  setting  the  nursing  home 
Medicaid  rate. 

Patient  Days 

The  audit  unit  establishes  the  reimbursement  rate  for  each  nursing 
home  by  dividing  the  total  allowable  costs  by  the  total  patient  days, 
resulting  in  a  rate  per  patient  day.   The  audit  unit  tests  the  patient 
days  to  various  patient  census  records  as  part  of  each  audit  to  deter- 
mine that  the  days  reported  are  reasonable.   The  result  should  be  that 
each  nursing  home  is  paid  for  their  costs  on  a  per  day  basis. 

Since  the  audit  unit  determines  the  final  rate  after  the  end  of  the 
year,  it  should  be  possible  to  use  the  actual  patient  days  billed  by  the 
nursing  home  to  determine  whether  the  final  rate  established  will,  in 
fact,  reimburse  the  nursing  home  for  their  costs. 

We  inquired  about  using  the  Medicaid  paid  claims  computer  file  to 
obtain  a  printout  which  would  show  the  number  of  days  billed  for  each 
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nursing  home  for  the  year.   SRS  agreed  that  it  should  be  possible  and 
Dikewood  prepared  the  printout.   For  undetermined  reasons,  neither  SRS 
nor  our  staff  members  were  able  to  reconcile  the  information  contained 
in  this  printout  with  the  nursing  home  patient  census  for  the  homes  we 
selected.   Because  this  would  provide  the  final  test  to  determine  that 
the  nursing  home  reimbursement  system  is  working,  we  believe  it  is 
important  that  the  necessary  effort  be  made  to  obtain  an  accurate 
listing  of  the  actual  days  billed  by  each  nursing  home  and  that  this 
listing  be  reconciled  to  the  patient  census  as  a  standard  procedure  in 
each  nursing  home  audit. 

RECOMMEND  AT  lOl^ 

We  vecorrmend  that  SRS,   as  part  of  each  nursing  home  audit,    obtain 
a  listing  of  the  actual  days  billed  by  each  nursing  home  and 
compare  the  days  billed  to  the  patient  census. 
Timeliness  of  Cost  Reports  and  Audits 

Within  90  days  of  the  close  of  each  nursing  home's  fiscal  year  it 
is  required  to  submit  a  final  cost  report  to  SRS.   SRS  may  grant  an 
extension  to  a  nursing  home,  but  if  the  nursing  home  does  not  comply,  a 
specific  procedure  exists  to  allow  SRS  to  eventually  regain  its  prior 
payments  to  the  home.   Although  cost  reports  are  late  on  occasion,  this 
procedure  has  never  been  implemented. 

Once  SRS  receives  the  cost  report  they  are  required  to  complete 
their  determination  of  a  reimbursement  rate  within  180  days.   To  do 
this,  the  nursing  homes  must  allow  access  to  the  records  so  an  audit  may 
be  performed.   One  of  the  nursing  homes  we  audited  refused  access  to  the 
SRS  auditors  for  over  one  year.   SRS  took  no  action  to  recover  interim 
payments  although  the  auditor  stated  he  believed  the  home  was  possibly 
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being  overpaid.   Although  the  SRS  reimbursement  manual  and  the  contracts 
with  individual  nursing  homes  provide  SRS  with  audit  access  to  nursing 
home  records,  they  do  not  provide  specific  penalties  for  nursing  homes 
that  deny  access.   SRS  should  develop  a  specific  penalty  provision  which 
will  ensure  audit  access. 

RECOMMENDATION 

We  reoormtend  that  SRS: 

1.  Obtain  cost  reports  in  a  timely  manner. 

2.  Ensure  audit  access  of  nursing  home  records  irithin  a 
reasonable   time  and  provide  penalties  for  denial  of  audit 
access  in  each  nursing  home  contract. 

Interim  Rate 

A  nursing  home  may  request  an  interim  reimbursement  rate  for  the 
year  ahead  based  on  its  previous  year's  costs  or  based  on  other  factors 
justifying  a  higher  rate.   The  audit  unit  evaluates  each  request  indi- 
vidually.  To  expedite  the  process,  a  standard  criteria  for  granting  an 
interim  rate  should  be  established  which  would  permit  consistent  and 
rapid  processing  of  interim  rate  requests. 

The  reimbursement  manual  also  requires  a  cost  report  after  6  months 
in  cases  where  SRS  establishes  interim  rates  for  a  nursing  home.   This 
requirement  has  never  been  enforced  by  the  audit  unit  and  we  see  no  need 
for  this  required  procedure. 

RECOimENDATION 

We  recommend  that  SRS: 

1.  Establish  standard  guidelines  for  approving  interim 
nursing  home  rate  requests. 

2.  Delete  the  regulation  requiring  nursing  homes   to  file  six 

month  cost  reports  when  an  interim  rate  is  used. 
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Facility  and  Equipment  Costs 

Part  of  each  nursing  home's  reimbursement  rate  is  the  cost  of  the 
building,  land,  and  all  attached  improvements  occupied  by  the  home,  and 
the  cost  of  the  equipment  at  the  facility.   The  nursing  home  rate 
either  includes  a  factor  for  depreciation  of  the  property  or  in  the  case 
of  leased  facilities  or  equipment  includes  a  factor  for  rent. 

During  our  audit  work,  SRS  officials  indicated  to  us  that  several 
nursing  homes  appeared  to  be  abusing  current  reimbursement  policies  for 
facility  and  equipment  costs.   In  one  instance,  SRS  analyzed  the  facil- 
ities costs  of  a  nursing  home  while  it  was  being  operated  by  the  owners 
and  again  after  the  owners  had  leased  the  facility  to  a  third  party. 
Prior  to  leasing  the  facility,  the  owner  had  $33,500  of  annual  property 
related  costs  (depreciation)  included  in  the  home's  Medicaid  payment 
rate.   After  leasing  the  same  home,  the  new  operator  included  his  annual 
property  related  costs  (lease  payments  and  equipment  depreciation)  of 
$72,700  in  the  reimbursement  rate.   This  represents  a  117  percent 
increase  in  annual  property  costs  ($39,200),  but  provides  no  additional 
benefits  for  Medicaid  recipients. 

The  owners  of  the  nursing  home  described  above  also  own  at  least 
three  other  Montana  nursing  homes  which  they  have  leased  to  operators. 
SRS  analyzed  the  change  in  property  related  costs  for  all  four  of  these 
homes  and  found  that  they  increased  61  percent,  or  a  total  of  $145,000 
per  year,  after  leases  were  consummated.   During  the  initial  lease 
periods,  SRS  officials  project  that  the  owners  of  these  nursing  homes 
will  recover  $1,690,000  in  excess  of  their  costs  for  the  facilities. 
The  lessees  will  simply  pass  these  inflated  costs  on  to  the  residents  of 
the  homes  or  the  sponsors,  including  Medicaid,  which  pay  for  their  care. 
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SRS  has  not  awarded  final  reimbursement  rates  to  these  homes  pending 
final  resolution  of  the  problem. 

In  order  to  prevent  this  situation,  SRS  could  establish  reimburse- 
ment procedures  which  do  not  pay  for  depreciation  at  all  but  provide  for 
a  return  on  a  reasonable  investment  for  the  property  plus  reasonable 
interest  costs  of  borrowed  capital.   A  variation  of  this  would  be  to  pay 
a  reasonable  rent  based  on  the  facilities  and  equipment  and  let  the 
operators  use  the  rent  to  pay  interest  and  lease  payments  or  keep  it  as 
a  return  on  investment. 

SRS  regulations  provide  for  recapturing  depreciation.   Under  this 
procedure,  SRS  would  get  back  all  depreciation  it  has  paid  up  to  the 
difference  between  the  depreciated  value  of  the  asset  and  the  selling 
price  to  the  new  owner.   The  Administrative  Rules  of  Montana  provide 
this  procedure  as  an  equitable  method  of  recovering  excess  depreciation 
reimbursement.   SRS  is  currently  using  this  procedure  to  recapture 
excess  depreciation  from  one  former  nursing  home  owner  and  they  attempted 
unsuccessfully  to  use  this  procedure  on  another  nursing  home  sale. 

The  Medical  Assistance  Bureau  recognized  facility  and  equipment 
reimbursements  as  a  serious  problem  in  Montana  three  years  ago,  and  they 
recognized  that  a  potential  problem  existed  several  years  before  that. 
The  Medical  Assistance  Bureau  chief  indicated  the  magnitude  of  the 
problem  when  he  stated  they  have  identified  nine  of  the  36  proprietary 
nursing  homes  as  having  problem  lease  arrangements.   Considering  the 
growth  of  the  problem  an  equitable  solution  should  be  found  and  imple- 
mented immediately. 
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RECOmENDATION 

We  recommend  that  SRS: 

1.  Utilize  departmental  staff  with  a  background  in  finance 
and  law  to  aid  in  dealing  with  nursing  home  reimbursements. 

2.  Develop  a  nursing  home  reimbursement  plan  for  facilities 
and  equipment  costs  which  is  fair  to  both  SRS  and  the 
nursing  home  providers. 

Profit  Factor 

As  an  Incentive  to  participate  in  the  Medicaid  program,  federal 
regulations  permit  paying  a  profit  factor  to  nursing  homes.   To  comply 
with  the  federal  criteria,  this  profit  factor  must  encourage  efficiency 
and  quality  care.   Montana  makes  an  incentive  payment  which  is  deter- 
mined by  taking  7%  percent  of  the  total  of  all  nursing  home  costs  and 
dividing  the  result  by  the  total  number  of  nursing  home  days.   Effective 
July  1,  1976,  federal  regulations  prohibited  Montana's  type  of  incentive 
payment.   HEW  granted  Montana  an  extension  until  July  1,  1977,  and  then 
later  until  January  1,  1978,  to  develop  an  acceptable  incentive  plan. 
Montana  still  has  not  developed  a  plan  which  complies  with  the  federal 
regulations.   Since  SRS  paid  $980,000  in  incentive  increments  during 
fiscal  year  1976-77,  it  is  important  that  they  develop  a  method  of 
complying  with  federal  regulations  or  they  may  receive  a  federal  sanction 
and  be  required  to  repay  the  federal  share  of  incentive  payments. 

RECOMMENDATION 

We  recommend  that  SRS  develop  a  nursing  homes  incentive  increment 
payment  formula  that  complies  with  federal  regulations. 


-38- 


Return  on  Equity 

Montana's  current  nursing  home  reimbursement  plan  pays  nursing 
homes  for  interest  expense  they  incur  for  borrowed  capital  but  does  not 
provide  for  a  return  on  the  owner's  investment.   This  method  of  reim- 
bursement encourages  nursing  homes  to  operate  on  borrowed  capital,  which 
increases  the  interest  expense  of  the  nursing  home  and  adversely  affects 
long-time  nursing  home  owners  whose  mortgages  are  more  nearly  paid. 

EECOmiEmATION 

We  recommend  that  SRS  establish  a  method  of  reimbursement  that 
treats  borrowed  and  equity  capital  equally. 
Reimbursement  Manual 

The  auditor  and  audit  program  must  refer  to  the  Manual  of  Reim- 
bursement for  Nursing  Home  Care  for  criteria  for  making  cost  adjust- 
ments.  In  the  case  of  social  services,  restorative  care,  or  rehabil- 
itation services  the  criteria  is  not  distinct.   Each  of  these  items 
involves  working  with  patients  in  a  similar  manner  and  the  names  are 
used  interchangeably  by  the  nursing  homes.   If  a  nursing  home  calls  the 
services  rehabilitation  services  or  restorative  care,  SRS  auditors 
generally  consider  it  an  allowable  cost.   In  one  of  the  nursing  homes  we 
audited,  SRS  auditors  allowed  social  services  costs.   When  we  inquired 
about  the  justification  for  this,  an  SRS  auditor  told  us  it  should  have 
been  disallowed.   He  said  the  allowability  was  based  primarily  on  the 
name  used  for  the  service.   Restorative  care  and  rehabilitation  services 
are  allowable  costs  of  the  nursing  homes.   Depending  upon  what  a  particular 
nursing  home  calls  a  service,  they  may  or  may  not  be  paid  for  it.   The 
reimbursement  manual  should  be  specific  in  its  criteria  so  an  auditor  is 
not  required  to  reimburse  a  cost  because  of  its  name. 
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RECOMMENDATION 

We  reoommend  that  SRS  pvepare  specific  definitions  for  social 
services y   rehabilitation  services ^   and  restorative  care  within 
their  reimbursement  manual. 
Public  Information 

In  visiting  nursing  homes  we  found  that  not  all  nursing  homes  were 
fully  aware  of  the  benefits  offered  by  Medicaid.   In  one  nursing  home 
responsible  for  taking  care  of  58  Medicaid  recipients,  the  nursing  home 
director  did  not  know  the  ancillary  services  such  as  injections,  oxygen 
and  catheters  provided  to  patients  could  be  billed  to  Medicaid.   Once  a 
year,  this  nursing  home  billed  each  patient  for  a  required  X-ray,  a 
service  eligible  for  Medicaid  payment.   Since  these  patients  have  lim- 
ited funds,  it  could  result  in  their  not  receiving  needed  services. 

This  same  nursing  home  did  not  include  $16,000  in  allowable  depre- 
ciation and  $54,000  in  employee  benefits  on  their  cost  report  because 
they  did  not  know  they  were  reimbursable  costs.   In  this  case,  these 
costs  fall  back  on  the  county  taxpayers  with  no  federal  participation. 
This  nursing  home  hires  a  private  certified  public  accountant  to  prepare 
its  cost  report.   Both  the  nursing  home  and  the  accountant  stated  that 
they  did  not  have  a  reimbursement  manual  and  consequently  were  not  sure 
what  costs  would  be  reimbursed.   The  auditor  from  SRS  noted  that  the 
employee  benefits  were  not  included  in  the  cost  report,  but  he  did  not 
mention  to  the  nursing  home  that  these  were  allowable  costs.   The  Medicaid 
program  needs  nursing  homes  to  provide  the  required  services  just  as 
nursing  homes  need  Medicaid  to  pay  for  services,  so  it  is  important  that 
SRS  provide  the  best  information  and  service  possible  to  its  providers. 
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In  another  nursing  home  the  billing  clerk  did  not  properly  bill  SRS 
for  patient  care,  resulting  in  the  nursing  home's  not  being  paid  several 
hundred  dollars  to  which  they  were  entitled.   The  billing  clerk  stated 
she  was  not  aware  of  the  proper  procedures. 

It  is  important  to  both  SRS  and  the  nursing  homes  that  a  regular 
exchange  of  information  be  initiated.   It  is  up  to  SRS  to  see  that  their 
providers  get  the  information  they  need  to  take  care  of  the  Medicaid 
patients.   As  an  auditor  completes  each  audit  he  should  discuss  with 
appropriate  nursing  home  officials  the  problems  he  found  with  the  home. 

RECOMMENDATION 

We  reaorrmend  that  SRS  include  a  step  in  its  audit  program  to 
discuss  identified  problems  with  nursing  home  officials . 
Level  of  Care 

Montana's  Medicaid  program  pays  for  skilled  nursing  care  and 
intermediate  nursing  care  at  approved  nursing  homes.   Nursing  homes  also 
offer  levels  of  custodial  care  for  which  Medicaid  does  not  pay.   Medicaid 
requires  each  nursing  home  to  hire  a  doctor  to  determine  the  patient's 
appropriate  level  of  care.   We  found  several  instances  in  the  nursing 
homes  we  visited  where  this  was  not  adequately  done.   To  ensure  state- 
wide consistency  in  these  determinations,  a  utilization  review  team 
tests  each  nursing  home's  determination  against  the  state  level  of  care 
criteria.   These  utilization  reviews  are  currently  done  by  the  Montana 
Foundation  for  Medical  Care  (MFMC)  under  contract  with  HEW.   In  previous 
years  the  reviews  were  done  by  the  MFMC  under  contract  with  SRS  or  by 
SRS  staff. 

The  MFMC  reported  recently  that  from  10  to  25  percent  of  the 
Medicaid  clients  in  some  nursing  homes  require  only  custodial  care. 
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rather  than  the  nursing  care  being  billed  to  Medicaid.   The  MFMC  estimates 
that  during  fiscal  year  1976-77,  Montana  paid  at  least  $3  million  (more 
than  $1  million  from  the  general  fund)  for  intermediate  care  for  patients 
in  nursing  homes  who  could  have  been  adequately  served  with  custodial 
care.   Under  the  federal  Medicaid  guidelines  SRS  is  required  to  offer 
skilled  nursing  care;  they  may  offer  intermediate  nursing  care  and 
receive  federal  assistance  for  the  payments;  and  federal  funds  are  not 
available  to  pay  for  custodial  care.   Consequently,  SRS  is  using  Montana 
Medicaid  funds,  which  are  61  percent  federal  dollars,  to  pay  for  many 
nursing  home  patients  not  requiring  intermediate  nursing  care.   HEW  has 
contracted  directly  with  MFMC  to  perform  the  level  of  care  evaluations 
and  report  on  the  significance  of  the  problem  in  Montana. 

In  addition  to  the  potential  loss  of  federal  participation  for 
these  patients,  SRS  is  paying  for  nursing  care  for  recipients  who  may 
not  need  it.   If  these  patients  were  being  given  custodial  care  in 
either  nursing  homes  or  other  custodial  facilities,  the  cost  of  their 
care  would  be  lower.   As  a  result,  SRS  is  overpaying  the  nursing  homes 
for  these  patients.   SRS  is  attempting  to  move  some  of  these  patients 
out  of  nursing  homes,  but  in  the  meantime  SRS  continues  to  pay  for  their 
care  with  Medicaid  funds. 

Montana's  legislature  has  not  appropriated  funds  to  pay  for  those 
people  receiving  custodial  care.   SRS  has  continued  to  pay  for  custodial 
care  patients  because  the  MFMC  certifies  that  they  are  eligible  for 
intermediate  care.   At  the  same  time,  the  MFMC  acknowledges  that  "When 
resources  exist  in  the  state  that  would  better  meet  the  needs  of  indi- 
viduals we  see  as  primarily  custodial,  we  will  no  longer  certify  that 
they  need  intermediate  nursing  home  care."   During  the  45th  Legislative 
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Session,  the  House  Finance  and  Claims  Subcommittee  rejected  an  SRS 
request  for  funds  to  study,  develop,  and  fund  alternatives  to  long-term 
personal  care  for  custodial  care  patients.   If  such  payments  are  neces- 
sary, SRS  should  obtain  legislative  authority  to  provide  services  to 
these  people  from  state  funds. 

RECOMMENDATION 

We  veoorrmend  that  SRS  use  Montana  Medicaid  funds   to  pay  only  for 
nursing  care  for  recipients  requiring  medical  care. 
Overpayment  Recovery 

On  occasion,  SRS  overpays  a  nursing  home  provider  due  to  clerical 
errors  or  because  interim  rates  were  set  too  high.   These  providers  owe 
SRS  refunds  for  these  overpayments,  but  SRS  does  not  record  any  of  the 
receivables  in  their  financial  records.   Consequently,  they  cannot 
easily  determine  the  amounts  providers  owe  them.   In  addition,  many  of 
these  receivables  have  not  been  collected  as  required  by  the  reimburse- 
ment manual  and  the  Administrative  Rules  of  Montana.   The  manual  provides 
that  SRS  has  30  days  to  work  out  a  repayment  agreement  which  will  recoup 
the  amount  due  as  quickly  as  possible.   This  time  period  applies  whether 
the  debt  is  contested  or  not.   Examples  of  payments  due  SRS  are  as 
follows: 

Date 
Amount  Date  Paid  to 

Provider        Due  Identifed  SRS 

A        $  4,045       Fiscal  Year  1975-76  Still  Outstanding 
B         17,102       October,  1976        Still  Outstanding 

Section  79-101(13),  R.C.M.  1947,  provides  the  State  Auditor  the 

right  of  offsetting  amounts  due  state  agencies  against  amounts  payable 

to  outside  entities  by  state  agencies.   SRS  should  collect  these  debts 

according  to  the  Administrative  Rules  of  Montana  or  Section  79-101(13), 

R.C.M.  1947. 
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RECOMMENDATION 

We  reconmend  that  SRS: 

1.  Collect  debts  owed  the  state  in  aeeovdanoe  with  proaediires 
established  by   the  Administrative  Rules  of  Montana. 

2.  Record  all  receivables  in  their  financial  records. 

Billing  for  Ineligible  Costs 

Some  nursing  homes'  cost  reports  repeatedly  contain  numerous  ineli- 
gible costs.   Under  current  procedures,  the  SRS  auditors  must  make  the 
necessary  adjustments  for  ineligible  costs  and  support  the  changes  they 
make.   As  a  result,  if  SRS  does  not  make  these  adjustments,  or  makes 
only  part  of  them,  either  through  oversight  or  because  a  detailed  audit 
was  not  performed,  the  nursing  home  is  paid  for  ineligible  costs.   The 
reimbursement  procedures  or  laws  do  not  provide  a  penalty  for  ineli- 
gible costs  included  on  the  cost  report,  so  the  nursing  homes  have  no 
incentive  to  keep  them  from  trying  to  be  paid  for  invalid  costs. 

RECOMMENDATION 

We  recommend  that  SRS  act  to  ensure  that  nursing  homes  follow 
cost  report  requirements. 
Patient  Accounts 

In  each  of  the  nursing  homes  we  visited,  nursing  home  controls  over 
patient  trust  fund  accounts  were  not  adequate.   Although  we  did  not  find 
any  indication  that  patients'  funds  were  missing  or  inappropriately 
used,  such  instances  have  been  identified  by  SRS.   The  problem  exists 
because,  generally,  the  nursing  homes  do  not  want  to  care  for  the  patient 
money  but  do  so  only  as  a  convenience  to  the  patients.   The  problem  is 
important  and  SRS  should  study  the  problem  and  attempt  to  find  some  way 
to  encourage  nursing  homes  to  adequately  account  for  patient  money. 
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RECOMMENDATION 

We  recommend  that  SRS  require  nursing  homes   to  establish  adequate 
controls  over  patient  money. 
County  Accounting  System 

Montana  currently  has  23  county  owned  nursing  homes.   The  Depart- 
ment of  Community  Affairs  is  developing  a  standard  governmental  account- 
ing system  which  it  will  offer  to  local  governments.   The  county  nursing 
home  that  we  audited  stated  that  its  county  accounting  system  was  not 
adequate  to  provide  needed  cost  information  for  an  enterprise  operation 
like  a  nursing  home.   Since  there  are  23  county  nursing  homes  in  the 
state,  SRS  should  aid  these  nursing  homes  by  working  with  the  Department 
of  Community  Affairs  to  be  certain  that  the  proposed  county  accounting 
system  is  adequate  for  use  by  county-operated  nursing  homes. 

RECOMMENDATION 

We  recommend  that  SRS  provide  information  to  the  Department  of 
Community  Affairs  concerning  the  accounting  needs  of  the  county 
nursing  homes. 
UTILIZATION  REVIEW 

The  Dikewood  claims  evaluation  procedures  require  a  statistical 
evaluation  of  claims  for  all  providers.   To  do  this,  Dikewood  ranks 
providers  according  to  number  of  services  of  a  particular  type  and  then 
lists  the  providers  in  order.   Dikewood  sends  the  lists  to  the  Montana 
Foundation  for  Medical  Care,  who  is  to  evaluate  the  reasons  why  some 
providers  experience  higher  usage  rates  than  others.   SRS  relies  en- 
tirely on  the  foundation  to  follow  up  on  exceptions  they  consider  impor- 
tant.  SRS  does  not  receive  any  report  on  the  results  of  the  foundation's 
review  of  the  lists. 
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As  part  of  the  evaluation  of  our  sample  of  medical  claims  we 
identified  one  doctor  as  a  potential  problem  provider.   Further  review 
of  payments  made  to  this  doctor  indicated  that  he  might  be  billing  for 
services  not  received  by  recipients.   We  asked  the  foundation  if  the 
potential  problems  with  this  doctor  were  identified  as  a  result  of  their 
work.   The  foundation  initially  told  us  that  the  information  we  re- 
quested was  not  available  to  us  without  the  permission  of  the  doctor 
involved. 

We  then  requested  that  the  Medical  Assistance  Bureau  obtain  this 
information  for  us.   They,  too,  found  that  this  information  was  avail- 
able to  them  only  by  permission  of  the  doctor  involved.   Since  SRS  had 
never  requested  similar  information  in  review  of  the  foundation  activities, 
it  was  necessary  for  them  to  develop  the  procedures  for  obtaining  this 
information.   The  bureau  pays  the  foundation  to  develop  this  information 
and  accordingly  it  should  be  available  to  them  on  request. 

The  foundation  by  nature  is  composed  of  a  group  of  medical  profes- 
sionals, peers  of  the  group  they  are  evaluating.   Because  the  foundation 
may  not  be  totally  independent  of  the  providers,  the  Medical  Assistance 
Bureau  should  monitor  the  results  of  the  evaluation.   To  do  this,  the 
bureau  should  receive  a  copy  of  the  ranked  providers  listings;  they 
should  control  which  providers  are  examined;  and  they  should  be  sure 
they  receive  a  satisfactory  explanation  for  each  item  identified  as 
unusual. 

RECOMMEWATION 

We  recommend  that  SRS  monitor  the  provider  review  proaees. 
MEDICAL  QUALITY  CONTROL 

SRS  employs  a  staff  of  eligibility  specialists  to  review  eligibility 

for  recipients  who  receive  medical  services.   The  recipient's  file  is 
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reviewed  at  the  county  and  the  reviewer  may  talk  to  the  recipient.   The 
clients  to  be  reviewed  are  selected  from  a  Dikewood  file  of  those 
receiving  Medicaid  benefits  each  month.   The  quality  control  selection 
procedure  does  not  require  that  the  Medicaid  payments  on  the  file  be 
totaled  and  agreed  to  Dikewood 's  monthly  reports.   As  a  result,  quality 
control  has  no  assurance  that  the  payments  they  test  are  included  in  the 
monthly  report  nor  can  they  be  assured  that  the  population  they  are 
testing  includes  all  transactions  contained  in  the  amounts  on  the  monthly 
reports. 

Selecting  the  quality  control  sample  from  the  paid  claims  file  is 
the  best  procedure  for  selecting  a  sample,  but  the  file  should  be 
totaled  to  determine  that  tests  will  be  adequate. 

RECOmENDATION 

We  recormend  that  SRS  total  the  paid  claims  file  each  month  before 
selecting  a  sample  for  review  and  agree  the  total  to  the  monthly 
financial  reports  prepared  by  Dikewood. 
ADMINISTRATIVE  RULES  OF  MONTANA 
Medical  Assistance  Policy 

Changes  in  the  Administrative  Rules  of  Montana  (ARM)  lag  behind 
changes  in  the  Medical  Assistance  Bureau  policy  as  defined  by  the  state 
plan  prepared  for  HEW.   The  Medical  Assistance  Bureau  contract  with  HEW 
provides  for  medical  services  on  one  basis,  but  the  ARM  specifies  a 
different  procedure.   The  ARM  is  intended  to  provide  the  information 
link  between  state  government  and  the  people  of  the  state  of  Montana  by 
setting  forth  state  regulations.   The  Medical  Assistance  Bureau  has  not 
kept  the  ARM  current  with  federal  requirements  and  actual  practice. 
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For  example,  the  ARM  provides  for  nursing  home  care  at  three  levels, 
skilled  nursing  care,  intermediate  nursing  care  A,  and  intermediate 
nursing  care  B.   The  Medicaid  program  does  not  provide  intermediate  care 
B,  custodial  care  as  described  on  page  41  of  this  report.   HEW  made  it 
clear  that  this  was  not  a  benefit  of  the  Medicaid  program  in  1974.   SRS 
phased  out  payment  for  these  services  by  1976. 

Other  examples  of  problems  with  the  ARM  are  included  in  the  following 
sections. 

RECOMMENDATION 

We  vecorrmend  that  SRS  update  its  portion  of  the  Administrative 
Rules  of  Montana  in  a  timely  manner. 

County  Board  Approval 

The  ARM  provides  that  the  county  board  shall  approve  all  applica- 
tions for  assistance.   Section  71-216,  R.C.M.  1947,  states  that  the 
county  board  of  public  welfare  shall  review  the  determination  of  eligi- 
bility.  Section  71-227,  R.C.M.  1947,  states  that  the  chairman  and  one 
other  board  member  shall  sign  all  applications.   In  our  visit  to  the 
various  county  offices,  we  found  that  any  eligibility  action  taken  by 
the  county  board  of  public  welfare  was  a  rubber-stamp  operation;  there- 
fore, although  the  final  authority  should  be  left  with  the  county  board, 
the  process  of  the  county  board  approving  each  eligibility  change  is 
meaningless.   If  the  county  boards  were  permitted  to  delegate  approval 
authority  to  the  county  director  they  would  retain  local  approval  au- 
thority but  could  eliminate  meaningless  county  board  approval. 

RECOMMENDATION 

We  reoommend  that  SRS  seek  revision  of  the  appropriate  sections  of 
the  Revised  Codes  of  Montana  and  the  Administrative  Rules  of  Montana 
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to  allow  aounty  hoards   to  delegate  approval  authority   to  the 
county  director  for  all  eligibility  determinations. 
Nursing  Home  Administrator  Salaries 

The  ARM  provides  a  limit  to  the  income  earned  as  administrator  by 
owners  and  corporate  officers  of  nursing  homes.   The  manual  does  not 
limit  income  that  can  be  earned  by  administrators  of  public,  nonprofit 
and  lease-operated  nursing  homes.   The  SRS  audit  unit  limits  adminis- 
trators' reimbursement  for  all  types  of  nursing  homes,  but  there  is  not 
a  ARM  provision  to  cover  this  nursing  home  cost. 

RECOMMENDATION 

We  reoormend  that  SRS  update  its  section  of  the  ARM  to  include 
reimbursement   limits  for  nursing  home  administrators. 
MONTANA  FOUNDATION  FOR  MEDICAL  CARE 

The  Medical  Assistance  Bureau,  by  contract,  agreed  to  pay  the 
Montana  Foundation  for  Medical  Care  the  costs  it  incurs  while  providing 
the  various  services  specified  in  contracts  between  these  parties. 

The  foundation  bills  for  their  services  monthly,  based  on  their 
budget,  which  they  included  in  total  as  part  of  each  contract.   During 
fiscal  year  1975-76,  the  Medical  Assistance  Bureau  paid  the  foundation 
$199,000  for  various  contracts  without  requiring  any  accounting  at  year- 
end  as  to  the  year's  actual  incurred  costs.   The  bureau  paid  $465,000 
during  fiscal  1976-77  in  the  same  manner.   The  Medical  Assistance 
Bureau  did  request  an  audit  of  two  of  the  fiscal  year  1976-77  foundation 
contracts.   The  audits  resulted  in  a  memo  to  the  Medical  Assistance 
Bureau  which  did  not  express  an  opinion  on  the  amounts  charged  the  two 
contracts,  but  it  did  take  exception  to  $6,000  of  the  costs  charged  to 
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one  of  the  contracts.   The  foundation  was  paid  for  their  total  costs 
under  both  contracts  including  the  exceptions  taken  by  the  audit  staff. 

RECOMMENDATION 

We  reaommend  that  SRS: 

1.  Require  support  from  the  foundation  for  payments  made  on 
their  contracts. 

2.  Audita   as  required,    the  cost  distribution  for  the  costs 
related  to  the  contracts  with  the  Medical  Assistance 
Bureau. 

FINANCIAL  REPORTING 

At  fiscal  1975-76  year-end,  SRS  accrued  $2,098,000  for  medical 
benefit  bills  sent  to  Dikewood  prior  to  June  26,  1976,  but  not  yet  paid. 
They  based  the  accrual  on  the  month-end  report  of  claims  in  process. 
The  report  was  dated  June  26,  1976.   The  department  did  not  accrue  an 
estimated  $4,066,000  in  services  delivered  but  not  billed  by  June  30, 
1976.   As  a  result,  these  unaccrued  amounts  were  charged  against  the 
next  year's  appropriation.   We  based  this  estimate  on  the  average  delay 
in  the  billing  cycle  and  the  average  number  of  eligible  services  per  day 
during  June.   SRS  had  a  sufficient  unexpended  appropriation  balance  to 
cover  these  expenditures. 

At  fiscal  year-end  June  30,  1977,  SRS  again  did  not  accrue  the 
delayed  billing,  resulting  in  $5,676,722  being  improperly  charged  to  the 
fiscal  year  1977-78. 

Although,  from  an  accounting  point  of  view,  these  oversights  cannot 
be  netted  to  provide  proper  accounting,  the  net  effect  of  these  two 
errors  was  a  $1,611,000  understatement  of  expenditures  on  SRS  financial 
statements  for  fiscal  year  1976-77.   According  to  generally  accepted 
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accounting  principles  and  state  accounting  policy  for  both  year-ends, 
expenditures  are  to  be  recorded  in  the  year  for  which  they  are  a  valid 
obligation.   The  Department  of  Administration  defines  a  valid  obligation 
as  follows:  "Services  must  have  been  rendered  during  the  fiscal  year  in 
which  the  anticipated  expenditure  is  to  be  accrued." 

To  correctly  accrue  expenditures  chargeable  to  a  given  year,  SRS 
must  make  a  one-time  "catch  up"  accounting  entry.   This  will  require 
approximately  $2  million  in  additional  appropriation  authority  for  the 
catch  up  period.  SRS  should  work  with  the  Department  of  Administration 
to  ensure  proper  accrual  accounting. 

RECOMMENDATION 

We  recommend  that  SRS  work  with  th.e  Department  of  Adn-in-istration 
to  ensure  proper  accrual  of  Medicaid  expenditures  in  accordance 
with  state  accounting  policy  and  generally  accepted  accounting 
principles. 
MEDICAL  PAYMENTS  OTHER  THAN  MEDICAID 

SRS  pays  for  medical  services  through  their  Rehabilitation  Services 
Division  and  their  Visual  Services  Division  as  well  as  through  the 
Medicaid  program.   The  claims  for  these  two  divisions  are  paid  without 

professional  medical  review  or  any  of  the  other  benefits  of  the  estab- 
lished Medicaid  claims  edit  procedures.   In  each  of  these  programs,  the 
individual  counselor  approves  the  medical  claim.   Each  claim  they 
approve  results  in  a  warrant  issued  to  a  provider.   Some  providers  may 
get  several  warrants  in  a  week.   The  Medicaid  system  results  in  no  more 
than  one  warrant  per  week  per  provider.   Currently  the  social  services 
family  planning  program  is  the  only  program  other  than  Medicaid  to  use 
this  system.   Rather  than  the  Medicaid  system  of  continuous  eligibility. 
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the  family  planning  program  simply  provides  a  sticker  to  the  recipient 
who  is  to  receive  the  service.   The  doctor  places  the  sticker  on  the 
claim.   This  certifies  the  recipient's  eligibility.   This  system  could 
work  for  the  Rehabilitation  Services  Division  and  the  Visual  Services 
Division  as  well. 

RECOMMENDATION 

We  recommend  that  SRS  consider  paying  for  all  medical  services 
through  the  same  claims  processing  system. 
FINAL  COMMENTS 

We  have  reviewed  the  comments  and  recommendations  contained  in  this 
report  with  the  director  of  the  Department  of  Social  and  Rehabilitation 
Services  and  his  staff.   The  full  text  of  the  department's  response  to 
this  report  begins  on  page  53. 

We  wish  to  express  our  appreciation  to  the  director  and  his  staff 
for  cooperation  and  assistance  during  this  audit. 
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AGENCY  REPLIES 


_i/)f  Jjuj  dKy  Lounhy 

SOCIAL  AND  REHABILITATION  SERVICES 


P  O     BOX   4210 
HELENA     MONTANA   59601 


February  6,  1978 


THOMAS  L.  JUDGE 

GOVERNOR 

PATRICK  E.  MELBY 

DIRECTOR 


RECEIVtU 

FEB  7    1978 

MONTANA  LEGISLATIVE  AUDITOR 

Nforris  L.  Brusett 

Legislative  Auditor 

Office  of  the  Legislative  Auditor 

Room  135,  State  Capitol 

Helena,  MY   59601 

Dear  Morris: 

Attached  please  find  the  response  of  the  Department  of  Social 
and  Rehabilitation  Services  to  the  audit  recently  conducted  by  your 
staff  of  the  Medicaid  program  for  Fiscal  Year  ended  June  30,  1976. 

You  are  to  be  commended  for  the  high  level  of  professionalism 
and  competence  displayed  by  Legislative  Audit  staff  assigned  to  this 
audit.  Jim  Gillett  and  CD.  Avery  were  at  all  times  diplomatic, 
conciliatory  and  cooperative. 

Although  some  of  our  comments  may  refute  or  disagree  with  the 
narrative,  conclusions  and  recommendations  of  the  Legislative  Audit 
staff,  the  thoroughness  and  objectivity  with  which  your  staff  per- 
formed this  extremely  difficult  task  is  greatly  appreciated  by  me 
and  SRS  staff. 

I  am  sure  that  we  all  share  the  common  goals  of  maximizing  the 
effectiveness  of  limited  resources,  providing  necessary  health  care 
services  to  needy  citizens  of  our  state,  and  managing  our  programs 
at  the  highest  level  of  excellence. 

Thank  you  for  your  assistance. 

:erely. 


oT 


Patrick  E.  Melby 
Director 


Attachment 
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GENEFIAL  COMMENTS 


COST  CONTAINMENT 

On  November  18,  1977,  the  Department  of  Social  and 
Rehabilitation  Services  forwarded  a  lengthy  document  regard- 
ing Medicaid  Cost  Containment  to  the  Legislative  Finance 
Committee.   This  document  contains  a  detailed  description  of 
cost  containment  measures  which  the  Department  of  SRS  will 
be  exploring  as  a  means  of  mitigating  the  effect  of  spiraling 
inflation  in  health  care  costs  on  the  Medicaid  program. 

Rather  than  go  into  any  detailed  explanation  of  those 
Medicaid  cost  containment  proposals  in  this  response  to  the 
Legislative  Audit  Report,  the  Department  will  make  this 
document  available  to  anyone  interested  and  copies  will  be 
sent  to  members  of  the  Legislative  Audit  Committee. 


RECOMMENDATIONS  AND  COMMENTS 


MEDICAID  PROGRAM  ADMINISTRATION 

RECOMMENDATION  #1: 

"We  recommend  that  SRS  utilize  the  financial,  legal  and 
data  processing  specialists  within  the  Department  to 
assist  the  Medical  Assistance  Bureau  where  necessary  in 
the  operation  and  review  of  the  Medicaid  program." 

COMMENTS:   Concur. 

It  is  the  policy  of  the  Department  of  SRS  to  involve  to 
the  highest  degree  possible  all  of  SRS's  resources  in 
the  management  of  the  Medicaid  program.   The  Medical 
Assistance  Bureau  is  assisted  by  the  Department's 
Office  of  Legal  Affairs,  Budget  Services  Office, 
Management  Services  Office,  and  the  Audit  and  Contract 
Management  Bureau.   The  capabilities  of  these  four 
units  have  been  greatly  expanded  since  the  period 
covered  by  the  audit. 

Although  we  agree  with  the  recommendation  we  disagree 
with  the  examples  cited  to  support  it. 

The  contract  entered  into  with  the  hospitals  in  1967 
was  done  so  on  the  advice  and  with  the  concurrence  of 
HEW  officials  who  misinterpreted  HEW  regulations  to 
both  SRS  and  Montana's  hospitals.   SRS  is  now  appealing 
HEW's  decision  to  disallow  these  funds  and  is  asking 
Congress  for  permission  to  sue  HEW  to  recover  the  state 
funds  expended  in  excess  of  "reasonable  costs."   SRS 
was  unable  to  cancel  the  contracts  in  question  from 
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1972  to  1975  because  of  litigation  in  state  court. 
These  contracts  were  cancelled  as  soon  as  was  possible. 

The  second  disallowance  requested  by  HEW  in  the  amount 
of  $737,000  as  a  result  of  the  Montana  Foundation  for 
Medical  Care  (MFMC)  not  completing  reviews  of  nursing 
homes  was  part  of  a  nationwide  effort  by  HEW  which 
included  22  states  (most  of  them  with  highly  sophisticated 
Title  XIX  operations,  i.e.,  California,  Pennsylvania, 
New  York) . 

Montana  obtained  a  restraining  order  from  a  U.S.  District 
Court  which  prevented  the  application  of  this  disallowance 
because  of  the  questionable  authority  of  HEW  to  impose 
it  in  the  first  place. 

Finally,  Congress  enacted  legislation  which  rendered 
the  attempted  disallowance  null  and  void. 

Many  of  the  observations  regarding  the  Dikewood  payment 
process  will  be  discussed  in  the  Recommendations  and 
Comments  immediately  following. 

MEDICAID  CLAIM  PROCESSING 

Dikewood  payments 

RE  COMMEN  DAT I ON  #  2 : 

"We  recommend  that  SRS : 

1.  Require  Dikewood  to  provide  an  auditable 
accounting  of  services  for  which  they  bill. 

2.  Test  this  accounting  to  ascertain  that  they 
received  these  services." 

COMMENTS:   Concur. 

The  Department  of  SRS  will  explore  with  Dikewood  an 
acceptable  compliance  with  both  recommendations. 

Other  Payments  to  Dikewood 

RE  COMMEN  DAT I ON  #  3 : 

"We  recommend  that  SRS: 

1.  Verify  the  number  of  forms  used  and  billed 
for  by  Dikewood. 

2.  Require  Dikewood  to  maintain  adequate  inventory 
records  for  forms  and  warrant  stock  on  hand." 
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COMMENTS:   1.  Concur. 

This  recommendation  is  academic  as  these  forms  have 
been  obtained  through  the  Purchasing  Division  of  the 
Department  of  Administration  and  distributed  by  SRS  to 
providers  since  July  1,  197  7. 

2.  Concur. 

The  Department  will  take  appropriate  steps  to  ensure 
that  Dikewood  maintains  adequate  inventory  records. 

Dikewood  processing 

RECOMMENDATION  #4: 

"We  recommend  that  SRS : 

1.  Permit  Dikewood  to  return  incomplete  and 
nonstandard  claim  forms  to  medical  providers 
for  correction. 

2.  Consider  developing  standard  criteria  for 
utilizing  provider's  computerized  billings." 

COMMENTS:   1.  Do  not  concur. 

Claim  forms  that  are  seriously  inadequate  are  returned. 
To  return  all  incomplete  and  nonstandard  claim  forms  to 
providers  who  are  now  being  reimbursed  at  75  to  85 
percent  of  their  standard  charges  might  seriously 
jeopardize  participation  of  providers  in  the  Medicaid 
program  by  subjecting  them  to  unnecessary  bureaucratic 
procedures . 

2.  Concur. 

Although,  the  second  recommendation  has  some  merit,  there 
is  no  justification  available  at  this  time  for  SRS  to 
proceed.   The  matter  of  compatability  between  data  process- 
ing hardware  and  software  and  any  attempt  to  attain  com- 
patability is  often  not  as  simple  as  it  would  appear  on 
the  surface.   If  SRS  was  to  develop  an  in-house  payment 
system,  however,  use  of  computerized  billings  would  be 
considered.   The  Department  will  study  the  concept  of 
computerized  billings  and  if  found  feasible  develop 
standard  criteria  for  this  method  of  billing. 

Dikewood  Claim  Processing  Edits 

RE  COMMEN  D AT I ON  #  5 : 

"We  recommend  that  SRS  review  the  Dikewood  computer 
edit  procedures  and  revise  them  if  necessary  or  require 
the  Montana  Foundation  for  Medical  Care  to  follow  up 
exceptions  resulting  from  the  edits." 
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COMMENTS:   Concur. 

To  fully  implement  this  recommendation  administrative 
expenditures  must  be  increased  in  order  to  do  a  better 
job  of  computer  and  medical  monitoring.   The  Department 
is  presently  considering  the  assumption  of  the  medical 
claims  processing  system  in-house  which  would  greatly 
facilitate  this  recommendation.   Within  the  current 
resources  available,  the  Department  is  currently  increasing 
its  efforts  in  monitoring  the  MFMC  process.   The  Department 
did  request  a  Medicaid  Provider  Fraud  Investigator  to 
follow  up  exceptions  resulting  from  computer  edit 
procedures  (among  other  duties)  This  position  was  not 
approved  by  the  last  legislature. 

Third  party  Liability 

RECOMMENDATION  #6: 

"We  recommend  that  SRS  ensure  that  third-party  liability 
information  is  communicated  by  the  counties  to  Dikewood." 

COMMENTS :   Concur . 

In  April,  1977,  the  Program  Integrity  Bureau  developed 
a  third-party  liability  questionnaire  for  all  Medicaid 
recipients.   The  completed  questionnaires  were  used  to 
update  the  monthly  eligibility  computer  tapes  sent  to 
Dikewood.   The  intake  forms  have  also  been  changed  to 
require  county  eligibility  technicians  to  obtain  third- 
party  information  at  the  time  of  initial  application 
and  at  each  redetermination  of  eligibility.   This 
information  is  now  entered  on  the  monthly  eligibility 
tape  which  is  sent  to  Dikewood.   The  above  actions 
comply  with  the  audit  recommendation. 

Medicare  as  a  Third  Party 

RECOMMENDATION  #7: 

"We  recommend  that  SRS  require  Dikewood  to  use  their 
standard  edits  on  Medicare  co-payments. 

COMMENTS:   Concur. 

Medicare  claims  are  not  compatible  with  the  current 
Medicaid  claim  system,  however,  feasibility  of  developing 
an  edit  procedure  for  Medicare  claims  will  be  evaluated 
by  the  Department. 

Medicaid  Warrant  Processing  Procedure 

RECOMMENDATION  #8: 

"We  recommend  that  SRS  establish  procedures  that 
provide  for  the  Medicaid  provider  warrants  to  be 
written  by  the  state  auditor." 
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"We  recoirmiend  that  the  Department  of  Administration 
establish  procedures  to  prevent  agencies  from  releasing 
warrants  before  they  process  claims." 

COMMENTS:   Concur. 

Coordination  between  the  Department  of  SRS  and  the 
state  auditor's  office  must  take  place  prior  to  impos- 
ing a  requirement  that  the  auditor's  office  hand 
insert  the  statements  of  remittance  with  the  Medicaid 
checks  before  they  are  mailed.   It  is  a  possibility 
that,  of  necessity,  this  function  will  be  retained  by 
SRS. 

The  second  recommendation  will  be  brought  to  the 
attention  of  the  Department  of  Administration. 

Payments  to  State  Institutions 

RECOMMENDATION  #9: 

"We  recommend  that  SRS  work  with  the  Department  of 
Institutions  to  make  payments  to  state  institutions  in 
the  most  efficient  manner." 

COMMENTS:   No  comment. 

The  Department  of  SRS  will  make  the  payments  to  the 
Department  of  Institutions  in  the  manner  required  by 
that  Department. 

Dikewood  Controls 

RECOMMENDATION  #10: 

"We  recommend  that  SRS  require  Dikewood  Corporation  to 
provide  adequate  documentation  and  controls  for  the 
claim  processing  system." 

COMMENTS:   Concur. 

In  addition  to  the  other  items  discussed,  the  Department 
of  SRS  will  consult  with  Dikewood  Corporation  to  comply 
with  this  audit  recommendation. 

Continuance  of  Service 

RECOMMENDATION  #11: 

We  recommend  that  SRS  include  in  their  contract  with 
Dikewood : 

1.    A  provision  to  establish  a  transition  period 
for  claims  processing  at  the  end  of  the 
contract  period. 
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2.    A  reasonable  amount  of  performance  liability 
clause. " 

COMMENTS:   Concur. 

The  Department  of  SRS  will  consult  with  Dikewood  Corpor- 
ation to  comply  with  this  audit  recommendation.   Any 
new  contract  with  a  fiscal  intermediary  will  contain 
these  provisions. 


Medicaid  Refunds 

RECOMMENDATION  #  12: 

"We  recommend  that  SRS  identify  the  reasons  for  receiving 
medical  refunds  and  correct  the  specific  problems  that 
resulted  in  the  initial  overpayment." 

COMMENTS:   Concur. 

SRS  requested  of  the  last  Legislature  the  capability  to 
improve  corrective  action  in  quality  control  and  other 
areas  requiring  analysis  to  correct  errors.   This 
request  was  not  funded. 

MEDICAID  PERMANENT  RECORDS 

Records  Retention 

RECOMMENDATION  #13: 

"We  recommend  that  SRS: 

1.  Store  Dikewood  paid  claims  tapes  in  a  secure 
place  and  establish  a  retention  schedule 
which  acknowledges  their  status  as  primary 
accounting  records. 

2.  Establish  an  acceptable  policy  for  record's 
retention. 

3.  Destroy  only  those  records  approved  for 
destruction. " 

COMMENTS:   1.  Concur. 

A  Records  Manager  Position  was  established  November  8, 
1977,  to  supervise  all  record  keeping  procedures.   This 
position  was  filled  January  3,  1978. 

2.  Concur. 

3.  Concur. 
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Procedures  were  established  in  March,  1911 ,    to  store 
paid  claim  tapes  in  a  secure  place  and  they  are  now 
being  protected  as  primary  accounting  records. 

Confidentiality 

RECOMMENDATION  #14: 

"We  recommend  that  SRS  ensure  that  Dikewood: 

1.  Adequately  protect  the  confidential  Montana 
Medicaid  information  they  use  and  store. 

2.  Accounts  for  the  location  of  all  Medicaid 
claims  at  all  times." 

COMMENTS :   Concur . 

Dikewood  Microfilm 

RECOMJVIENDATION  #15: 

"We  recommend  that  SRS : 

1.  Obtain  a  copy  of  each  roll  of  the  microfilm 
record. 

2.  Require  that  Dikewood  provide  quality  microfilm 
copies  of  the  claims  process." 

COMMENTS:   Concur. 

A  policy  is  being  established  to  assure  that  the  micro- 
film is  reviewed  prior  to  destruction  of  claims. 

Record  of  Procedure  Codes  and  Foundation  Approval 

RECOMMENDATION  #16: 

"We  recommend  that  SRS  consider  the  use  of  preceded 
Medicaid  claim  forms  to  obtain  a  permanent  record  of 
claim  coding  and  approval." 

COMMENTS:   Concur. 

The  use  of  preceded  Medicaid  forms  has  been  under 
consideration  by  SRS  for  some  time.   Initial  evaluation 
indicated  it  would  not  be  cost  effective.   However,  SRS 
will  continue  to  consider  this  proposal  to  see  if  it 
can  be  justified  on  a  cost  basis. 

NURSING  HOMES 

Audit  Program 
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RECOMMENDATION  #17: 

"We  recommend  that  the  SRS: 

1.  Develop  an  audit  program  adequate  to  meet  the 
needs  of  cost  audits  and  generally  accepted 
auditing  standards. 

2.  Complete  their  audit  program  as  part  of  their 
audit  procedure." 

COMMENTS:   Concur. 

The  Department  feels  that  the  comments  upon  which  the 
recommendations  are  based  need  to  be  addressed.   The 
auditor's  comments  state  that  of  the  five  nursing  homes 
they  selected  for  audit  they  were  able  to  confirm  the 
rates  esablished  for  only  one  home.   They  do  not  specify 
which  homes  were  audited,  nor  do  they  specify  what  the 
difference  in  the  rates  that  they  found  were,  whether 
they  would  result  in  overpayment  or  underpayment,  nor 
do  they  indicate  in  which  areas  they  disagreed  with  our 
rate  setting  procedure.   We  do  not  accept  without 
question  the  inference  that  their  rates  would  be  the 
correct  ones.   They  also  state  that  they  found  that  the 
audit  work  performed  by  the  Audit  and  Contract  Managemient 
Bureau  was  not  adequate  in  each  case  they  reviewed. 
This  is  a  rather  serious  indictment,  and  we  do  not 
concur  that  the  work  of  the  Audit  and  Contract  Management 
Bureau  was  in  fact  inadequate. 

The  audit  states  that  the  Audit  Unit  stated  that  they 
do  not  check  the  addition  of  cost  reports.   The  Chief 
of  the  Audit  and  Contract  Management  Bureau  denies 
this.   There  may  have  been  instances  where  a  cost 
report's  addition  was  not  thoroughly  checked  due  to  the 
press  of  time  and  the  number  of  cost  reports  received 
which  required  interim  or  final  rates  to  be  established, 
but  the  blanket  condemnation  that  addition  on  cost 
reports  is  not  checked  is  untrue. 

On  page  30,  the  audit  states  that  as  a  result  of  an 
addition  error  on  a  cost  report,  one  nursing  home  was 
overpaid  $4  5,379.   Upon  being  informed  which  nursing 
home  was  referred  to,  a  thorough  review  of  that  cost 
statement  was  conducted,  the  results  of  which  do  not 
substantiate  the  statement  of  overpayment. 

The  audit  also  states  that  had  the  Department  tested 
the  revenue  in  the  nursing  home,  the  Department  would 
have  detected  a  S154  charge  for  damage  repairs  which 
was  also  paid  for  by  insurance.   The  testing  of  revenue 
may  or  may  not  have  disclosed  this  error.   It  is  important 
to  note  that  because  of  the  small  number  of  SRS  auditors 
and  the  amount  of  work  required  of  them,  it  is  not 
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always  possible  to  review  all  facets  of  the  financial 
operation  of  a  nursing  home  during  a  desk  or  field 
audit. 

On  page  31  of  the  Legislative  Audit  Report  it  is  stated 
that  one  cost  report  of  the  five  tested  was  not  legible 
enough  to  permit  checking  the  addition  of  the  column 
totals  or  determining  the  amount  of  expenditures  in 
many  of  the  cost  categories.   The  Department  was  informed 
by  the  auditors  that  this  was  the  Anaconda  Community 
Nursing  Home.   A  review  of  the  file  not  only  revealed  a 
legible  cost  report  therein,  but  a  certified  financial 
statement  from  Galusha,  Higgins,  &  Galusha  Certified  Public 
Accountant  firm. 

Private  Patients'  Rates 

REC0M1>4ENDATI0N  #18: 

"We  recommend  that  the  SRS: 

1.  Perform  on-site  audits  at  each  nursing  home 
to  confirm  the  credibility  of  the  nursing 
home's  cost  report  even  if  the  reimbursement 
rate  is  limited  to  the  private  pay  rate. 

2.  Test  the  private  pay  rate  at  a  nursing  home 
before  using  that  as  the  limiting  factor  in 
setting  the  nursing  home  Medicaid  rate." 

COMMENTS:   1.  Concur. 

It  will  take  considerably  more  staff  than  is  currently 
available  to  perform  an  on-site,  in-depth  audit  at  each 
nursing  home  each  year. 

2.  Concur. 

If  a  private  pay  rate  has  been  established  and  is  a 
matter  of  record  at  the  nursing  home,  whether  or  not 
any  private  pay  patients  actually  resided  in  that 
nursing  home  during  the  period  being  audited,  the 
private  pay  rate  is  a  limiting  factor  for  Medicaid 
reimbursement . 

Patient  Days 

RECOMMENDATION  #19: 

"We  recommend  that  SRS,  as  part  of  each  nursing  home 
audit,  obtain  a  listing  of  the  actual  days  billed  by 
each  nursing  home  and  compare  the  days  billed  to  the 
patient  census." 
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COMMENTS :   Concur . 


The  initial  attempt  performed  during  the  audit  by  both 
the  Legislative  Audit  staff  and  the  SRS  staff  met  with 
failure.   It  is  apparent  that  it  will  take  a  considerable 
amount  of  effort  and  time  to  determine  the  cause  for 
the  discrepancies  and  to  correct  them.   It  may  also 
involve  a  substantial  outlay  of  dollars  to  obtain  the 
additional  computer  programming  necessary  to  obtain 
accurate  lists  of  patient  days  from  Dikewood  corporation. 

Timeliness  of  Cost  Reports  and  Audits 

RECOMMENDATION  #20: 

"We  recommend  that  SRS : 

1.  Obtain  cost  reports  in  a  timely  manner. 

2.  Ensure  audit  access  of  nursing  home  records 
within  a  reasonable  time  and  provide  penalties 
for  denial  of  audit  access  in  each  nursing 
home  contract . " 

COMMENTS:   Concur. 

A  new  manual  for  nursing  home  reimbursement  is  currently 
under  development  by  the  Department.   The  new  manual  of 
reimbursement  is  based  on  a  prospective  rate  setting 
system  and  contains  provisions  for  the  timeliness  of 
submission  of  cost  reports  as  well  as  audit  access  to 
the  records  of  nursing  homes. 

Interim  Rate 

RECOMMENDATION  #21: 

"We  recommend  that  SRS : 

1.  Establish  standard  guidelines  for  approving 
interim  nursing  home  rate  requests. 

2.  Delete  the  regulation  requiring  nursing  homes 
to  file  six  month  cost  reports  when  an  interim 
rate  is  used . " 

COMMENTS:   1.  Concur. 

The  Department  has  procedures  for  the  timely  processing 
of  cost  reports  for  interim  rates.   It  should  be  noted 
that  with  the  advent  of  a  new  Manual  of  Nursing  Home 
Reimbursement,  this  will  not  be  an  issue  since  rates 
will  be  on  a  prospective  rather  than  a  retrospective 
basis. 
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2 .  Concur . 

The  new  nursing  home  manual  deletes  this  requirement. 
Facility  and  Equipment  Costs 
REC0MI4ENDATI0N  #22: 

"We  recommend  that  SRS : 

1.  Utilize  departmental  staff  with  a  background 
in  finance  and  law  to  aid  in  dealing  with 
nursing  home  reimbursements. 

2.  Develop  a  nursing  home  reimbursement  plan  for 
facilities  and  equipment  costs  which  is  fair 
to  both  SRS  and  the  nursing  home  providers." 

COMMENTS:   1.  Concur.   See  discussion  pertaining  to  Recommenda- 
tion #1. 

2.  Concur. 

SRS  is  endeavoring  to  establish  a  new  method  for  nursing 
home  reimbursement  that  will  be  fair  to  both  the  taxpayers 
of  Montana  and  the  nursing  home  industry. 

Profits  factor 

RECOMMENDATION  #23: 

"We  recommend  that  SRS  develop  a  nursing  homes  incentive 
increment  payment  formula  that  complies  with  federal 
regulations. " 

COMMENTS:   Concur. 

The  proposed  nursing  home  reimbursement  system  will 
satisfy  this  recommendation. 

Return  on  Equity 

RECOMMENDATION  #24: 

"We  recommend  that  SRS  establish  a  method  of  reimbursement 
that  treats  borrowed  and  equity  capital  equally." 

COMMENTS:   Concur. 

The  new  nursing  home  manual  will  comply  with  this 
recommendation . 

Reimbursement  Manual 
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RECOMMENDATION  #25: 

"We  recommend  that  SRS  prepare  specific  definitions  for 
social  services,  rehabilitation  services,  and  restorative 
care  within  their  reimbursement  manual." 

COMMENTS:   Concur. 

The  new  reimbursement  manual  will  take  care  of  these 
specific  definitions. 

Public  Information 

RECOMMENDATION  #26: 

"We  recommend  that  SRS  include  a  step  in  its  audit 
program  to  discuss  identified  problems  with  nursing 
home  officials." 

COMMENTS:   Concur. 

A  procedure  has  long  been  established  by  which  a  preliminary 
exit  conference  may  be  held  by  the  auditor  prior  to 
departing  the  facility,  with  the  nursing  home  provider 
having  the  option  of  requesting  a  formal  exit  conference 
at  either  his  nursing  home  or  at  the  SRS  offices  in 
Helena. 

Comments  on  page  40  of  the  Legislative  Audit  Report 
used  to  support  this  recommendation  state  a  particular 
nursing  home  hired  a  private  certified  public  accountant 
to  prepare  its  cost  report,  but  that  both  the  nursing 
home  and  the  accountant  stated  that  they  did  not  have  a 
reimbursement  manual  and  were  not  sure  what  costs  could 
be  reimbursed.   Reimbursement  manuals  are  distributed 
to  all  nursing  homes  and  are  available  upon  request 
from  SRS.   Since  the  accountant  employed  by  the  nursing 
home  was  certified,  the  provisions  of  the  AICPA  Professional 
Standards,  Section  201,  on  competence,  should  be  reviewed. 
This  section  states  that  "a  member  who  accepts  a  profes- 
sional engagement  implies  that  he  has  the  necessary 
competence  to  complete  the  engagement  according  to 
professional  standards.  ..."   It  also  states  that 
"Competence  related  both  to  knowledge  of  the  profession's 
standards,  techniques,  and  the  technical  subject  matter 
involved,  and  to  the  capability  to  exercise  sound 
judgement  in  applying  such  knowledge  to  each  engagement." 
It  appears  that  there  may  be  a  particular  certified 
public  accountant  not  meeting  the  competence  standards 
cited  above.   This  is  not  a  problem  related  to  the 
Department . 

Level  of  Care 
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RECOMMENDATION  #27: 

"We  recommend  that  SRS  use  Montana  Medicaid  funds  to 
pay  only  for  nursing  care  for  recipients  requiring 
medical  care . " 

COMMENTS:   Concur. 

Medicaid  reimburses  for  long  term  care  services  to 
Medicaid  eligible  individuals  who  are  receiving  skilled 
or  intermediate  nursing  care. 

The  Montana  Foundation  for  Medical  Care  has  never 
classified  the  Medicaid  clients  in  question  as  anything 
other  than  intermediate  care.   It  is  true  that  were 
alternatives  available  these  clients  could  be  classified 
as  custodial  patients  and  served  in  less  restrictive 
and  less  costly  settings.   However,  these  alternatives 
are  not  presently  available  and  these  individuals  are 
certified  as  needing  intermediate  care. 

It  should  be  emphasized  that  SRS  did  request  of  the 
46th  Legislature  the  authority  to  develop  (not  study, 
but  develop)  alternatives  for  long-term  care  residents 
who  could  live  in  less  restrictive  and  less  costly 
circumstances.   SRS  also  requested  the  authority  to 
screen  admissions  to  nursing  homes  of  individuals  who 
did  not  need  that  level  of  care  if  alternatives  were 
available.   The  Legislature  did  not  approve  these 
requests  knowing  full  well  that  Medicaid  would  be 
required  to  continue  to  reimburse  for  the  services 
provided  to  these  patients. 

Overpayment  Recovery 

RECOMMENDATION  #28: 

"We  recommend  that  SRS : 

1.  Collect  debts  owed  the  state  in  accordance 

with  procedures  established  by  the  Administrative 
Rules  of  Montana. 

2.  Record  all  receivables  in  their  financial 
records . " 

COMMENTS:   Concur. 

Procedures  are  being  established  to  identify  and  record 
all  nursing  home  receivables  possible  in  the  Department's 
accounting  records.   The  Department  has  established  a 
separate  accounts  receivable  computer  program  in  order 
to  track  these  accounts  receivable. 

Billing  for  Ineligible  Costs 
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RECOMMENDATION  #29: 

"We  recoiranend  that  SRS  act  to  ensure  that  nursing  homes 
follow  cost  report  requirements." 

COMMENTS:   Concur. 

The  new  nursing  home  manual  will  have  provisions  specifically 
outlining  cost  reporting  requirements  and  actions  to  be 
taken  for  failure  to  comply. 

Patient  Accounts 

RE  COMMENDAT I ON  #30: 

"We  recommend  that  SRS  require  nursing  homes  to  establish 
adequate  controls  over  patient  money." 

COMMENTS:   Concur. 

We  agree  that  adequate  control  should  be  established 
over  patient  money.   The  Department  of  Health  and 
Environmental  Sciences  does  have  requirements  for  the 
establishment  of  patient  accounts  as  part  of  their 
licensing  standards.   In  so  far  as  possible,  in  conjunction 
with  the  audits  of  the  nursing  homes  the  Department  of 
SRS  will  ascertain  that  patient  money  is  being  handled 
with  adequate  control. 

County  Accounting  System 

RECOMMENDATION  #31: 

"We  recommend  that  SRS  provide  information  to  the 
Department  of  Community  Affairs  concerning  the  accounting 
needs  of  the  county  nursing  homes." 

C0^1MENTS  :   Concur . 

The  legislative  authority  for  training  local  government 
employees  in  the  proper  use  of  accounting  systems  is 
vested  in  the  Department  of  Community  Affairs.   We  have 
in  the  past,  and  will  continue  in  the  future,  to  cooperate 
with  DCA  in  providing  them  with  any  information  they 
may  request  regarding  accounting  systems  for  county 
operated  nursing  homes  that  are  required  for  Medicaid 
reimbursement . 

UTILIZATION  REVIEW 

RECOMMENDATION  #32: 

"We  recommend  that  SRS  monitor  the  provider  review 
process . " 


-67- 


15 

COMMENTS:   Concur. 

Federal  law  is  explicit  on  this  subject.   Hospital  peer 
review  and  nursing  home  peer  review  have  been  assigned, 
under  federal  law,  to  a  professional  standards  review 
organization  (PSRO)  which  in  Montana,  is  the  Montana 
Foundation  for  Medical  Care.   The  PSRO  under  federal 
law  for  hospital  and  nursing  home  review,  is  not 
responsible  to  SRS.   The  organization,  under  contract 
to  SRS,  also  reviews  physician  care  and  other  provider 
care  outside  of  instititutions ,  such  as  hospitals  and 
nursing  homes. 

MEDICAL  QUALITY  CONTROL 

RECOMMENDATION  #33: 

"We  recommend  that  SRS  total  the  paid  claims  file  each 
month  before  selecting  a  sample  for  review  and  agree 
the  total  to  the  monthly  financial  reports  prepared  by 
Dikewood. " 

COMMENTS :   Concur . 

This  is  as  an  appropriate  place  as  any  to  mention  that 
only  three  of  nine  quality  control  reviewer  positions 
requested  of  the  last  Legislature  were  approved. 

ADMINISTRATIVE  RULES  OF  MONTANA 

RECOMMENDATION  #34: 

"We  recommend  that  SRS  update  its  portion  of  the  Adminis- 
trative Rules  of  Montana  in  a  timely  manner." 

COMMENTS :   Concur . 

Title  46  of  the  Administrative  Rules  of  Montana  is 
currently  undergoing  a  thorough  and  comprehensive 
review  by  the  legal  staff  in  consultation  with  the 
various  program  divisions. 

County  Board  Approval 

RECOMMENDATION  #35: 

"We  recommend  that  SRS  seek  revision  of  the  appropriate 
sections  of  the  Revised  Codes  of  Montana  and  the  Adminis- 
trative Rules  of  Montana  to  allow  county  boards  to 
delegate  approval  authority  to  the  county  director  for 
all  eligibility  determinations." 

COMMENTS:   Concur. 
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Nursing  Home  Administrator  Salaries 

RECOMMENDATION  #36: 

"We  recommend  that  SRS  update  its  section  of  the  ARM  to 
include  reimbursement  limits  for  nursing  home  administrators 

COMMENTS :   Do  not  concur . 

The  reimbursement  manual  currently  in  use  and  which  is 
presently  under  revision,  requires  the  test  of  reason- 
ableness to  be  applied  to  all  costs.   The  test  of 
reasonableness  for  administrator's  salary,  other  than 
owners/administrators,  is  that  of  the  market  information 
supplied  by  HEW.   The  Department  of  SRS  will  continue 
to  use  that  market  information  which  is  supplied  by 
HEW. 

MONTANA  FOUNDATION  FOR  MEDICAL  CARE 

RECOMMENDATION  #3  7: 

"We  recommend  that  SRS : 

1.  Require  support  from  the  foundation  for 
payments  made  on  their  contracts. 

2.  Audit,  as  required,  the  cost  distribution  for 
the  costs  related  to  the  contracts  with  the 
Medical  Assistance  Bureau." 

COMMENTS:   1.  Concur. 

The  Department  will  require  that  the  Foundation  adequately 
support  payments  made  on  its  contracts. 

2.  Concur. 

The  Department  of  SRS  does  audit  the  Medical  Assistance 
Bureau's  contracts  as  evidenced  by  the  audits  of  the 
Foundation  (MFMC)  and  audits  of  nursing  home  providers. 

FINANCIAL  REPORTING 

RECOMMENDATION  #38: 

"We  recommend  that  SRS  work  with  the  Department  of 
Administration  to  ensure  proper  accrual  of  Medicaid 
expenditures  in  accordance  with  state  accounting  policy 
and  generally  accepted  accounting  principles." 

COMMENTS:   Concur. 

The  Department  believes  the  current  method  of  accruing 

Medicaid  claims  is  reasonable  and  proper.  Change  as 

suggested  in  the  audit  report  would  create  the  following 
problems : 
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1.  An  additional  one-time  general  fund  approp- 
riation of  approximately  $2,000,000  would  be 
required.   The  increase  would  be  required  to 
simply  record  at  an  earlier  date  an  estimated 
amount  of  services  provided  but  not  billed. 
Additional  services  would  not  be  provided  nor 
would  medical  providers  be  paid  any  faster 
because  of  the  change. 

2.  Recorded  costs  would  include  a  substantial 
amount  of  estimated  services  and  the  basis  for 
estimating  future  costs  (and  therefore  appropri- 
ations) would  be  clouded.   The  program  costs 
are  already  difficult  enough  to  estimate 
without  this  additional  factor. 

3.  To  accrue  the  additional  amount  and  accurately 
account  for  expenditures  against  the  accrual 
would  require  additional  expense  by  the 
agency.   The  additional  expense  would  gain 
only  a  small  degree  of  increased  accuracy. 

2.    The  Department  of  Administration  requires 

that  if  an  accrual  is  estimated,  the  basis  of 
the  estimate  must  be  logical  and  well  documented. 

MEDICAL  PAYMENTS  OTHER  THAN  MEDICAID 

RECOMMENDATION:   #39: 

"We  recommend  that  SRS  consider  paying  for  all  medical 
services  through  the  same  claims  processing  system." 

COMMENTS:   Concur. 

The  Department  of  SRS  is  planning  a  cost/benefit  analysis 
to  determine  the  feasibility  of  assuming  the  Medicaid 
claims  processing  and  payment  system  for  internal  operation. 
If  it  appears  feasible,  SRS  will  request  the  necessary 
positions  and  computer  hardware  and  software  of  the  next 
Legislature . 

A  comprehensive  medical  claims  payment  system  should 
contemplate  the  needs  not  only  of  Medicaid  and  Vocational 
Rehabilitation,  but  of  Maternal  and  Child  Health  Care 
(DHES) ,  Division  of  Workers'  Compensation  and  the 
Department  of  Administration  (should  the  state  ever  adopt 
a  self-insurance  program  for  state  employees) . 

The  assumption  of  the  claims  processing  system  internally 
would  assist  in  addressing  many  of  the  problems  pertinent 
to  the  current  contractual  situation  which  many  of  the 
recommendations  of  this  audit  report  address. 
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February  1,  1978 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
Room  135 
State  Capitol 
Helena,  Montana   59601 


RECElVtU 

FiT3  1     1978 

MONTANA  LEGISUTIVE  AUDITOR 


Dear  Mr.  Brusett: 

In  accordance  with  your  request,  we  submit  the  following 
response  to  the  recommendation  included  in  the  audit  of  the  Department 
of  Social  and  Rehabilitation  Services. 

Re.comme.ndaXA,on   -  page.  20 

We  fizcomrmnd  that  tht  Vo-poAtrmnt   o^  AdmlnLstAatlon 
UtabtLih  pfiocodvUK^  to  pfiQ,vzYit  age-nctzi,   f,fiom 
KeZza^ing  MonAjayvts  b^^ofl^  thzy  pfioc2M6  claims. 

We  concur.   The  Accounting  Division  of  the  Department  of 
Administration,  has  been  instructed  to  implement  this  recommendation. 

Sincerely, 


Jack  C.  Grosser, 
Director 


JCC/emw 
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